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h e a di rQ ahead 

We are in the business of 
looking ahbad, or rather, 
beginning where even 
imagination surrenders. A 
perception that clearly justifies 
Hero Honda's thought process 
of not resting on past laurels 
and treating the consumer with 
virtually a new surprise every 
time. Since inception, our 


competitive knack of venturing 
into unexplored territories has 
helped us retain our leadership 
stance on a national and 
international level. 

Needless to say, our this year's 
annual rendition simply focuses 
on how our organization is 
foreseeing tomorrow with 
today's perspective. 
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corporate p o f i I e 


When Hero Group of India and 
Honda Motor Company of Japan 
inked their joint venture in 1983, 
few could have imagined that the 
two would go on to create history 
and become the subject of case 
study at business schools, 
internationally In a little over two 
decades, the world's largest 
manufacturer of bicycles and the 
global leader in automobiles have 
created not only the world's single 
largest two wheeler company but 
also the most endearing and 
successful joint venture for Honda 
Motor Company worldwide. The 
company has sold over 15 million 
motorcycles; has consistently 
grown at double digits since 
inception; and today, nearly every 
second motorcycle sold in the 
country is a Hero Honda. 

Hero Honda has built two world- 
class manufacturing facilities in 
Haryana, at Dharuhera and 
Gurgaon, with a combined 
production capacity of 3,9 million 
two wheelers annually. These two 
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wheelers are sold and serviced 
through a network of over 2400 
customer touch points, 
comprising a mix of dealers, 
service centres and stockists 
across rural and urban India, 

Synergy drives Hero Honda, The 
two partners have been able to 
consistently draw on each other's 
strengths. The Hero Group's deep 
domai n k nowledge of the Indian 
market and its supplier network 
has combined with Honda's 
mastery' over four-stroke engine 
technology to create modern and 
fuel-efficient machines at 
affordable prices for India's middle 
class, 

Hero Honda is an amalgam of 
winning relationships with internal 
and external stakeholders, 
including investors, dealers, 
vendors and employees. These 
relationships have helped the 
company maintain a leadership 
stance for the fifth year in a row. 
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Over the last two decades, 
HERO HONDA MOTORS 
LIMITED has consistently and 
systematically built scale, 
delivered value, increased 
market reach and maximized 
returns to its shareholders. 

The charts shown alongside 
track the company's 
performance since its inception 
22 years ago, on key financial 
and non financial parameters. 

In December 2005, your 
company received the Motllal 
Oswal Wealth Creator Award for 
being the most consistent 
wealth creator fo^the period 
1991-2005. 

Your company's return on core¬ 
business, which is a true 
reflector of the returns on the 
company's two wheeler 
business, has remained 
consistently above 100 per 
cent, 

Creating shareholder wealth 
continued to be our prime 
objective during the year, the 
Earning Per Share (EPS) grew 
19.8% to Rs.48,64 at the end of 
March 2006. Return on Average 
Equity (ROAE), measured as 
ratio of PAT to average equity 
during the year, was 55,5% in 
2005-06, Return on Average 
Capital Employed (ROACE), 
measured as a ratio of PBIT to 
average capital employed 



du ring the year, was at 72,3%, 

The company's primary mission is 
to maximize value, and we 
continued to create value in the 
areas of productivity, 
competitiveness, revenue growth 
and profitability, This resulted In 
higher EVA realizations ((net profits 
+ interest) - cost of capital) In 
absolute terms. EVA was Rs,641 
crores in 2005-06 as compared to 
Rs.564 crores during 2004-05. 
However, EVA as a proportion of 


ROACE declined on account of 
investments in capital assets, 


EVA & ROACE (POST-TAX) 



2004-05 

2005-06 

EVA 

(Rs. in crores) 

564 

641 

EVA 

(% of capital 
employed) 

37.5 

32.9 

ROACE 

(Post tax) (%) 

54.0 

50.0 
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Profit After Tax (Rs. in Crores) 


Operating Profit (Rs. in Crores) 
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1985-86 1.15 

1990-91 15.84 

1995-96 26.34 

2000-01 246.87 

2005-06 971.34 


1985-86 2.14 

1990-91 17.46 

1995-96 39.96 

2000-01 398.69 

2005-06 1253.38 


Earning Per Share* (Rs.) Return 0n Avera 9 e E 9 uit y < % > 



1985-86 0.08 

1990-91 0.79 

1995-96 1.32 

2000-01 12.36 

2005-06 48.64 


1985-86 9.63 

1990-91 76.81 

1995-96 30.70 

2000-01 46.91 

2005-06 55.46 


Average Capital Employed (Rs. in Crores) 


Installed Capacity (Nos.) 


2500 

2000 - 

1500- 

1000 - 

500- 

0 -- 


1985- 1990- 1995- 2000- 2005- 
86 91 96 01 06 


4000000 
3000000 
2000000 
1000000 
0 

1985- 1990- 1995- 2000- 2005- 
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1985-86 21.21 

1990-91 68.51 

1995-96 134.97 

2000-01 585.07 

2005-06 1945.12 


1985-86 120000 
1990-91 150000 
1995-96 240000 
2000-01 1200000 
2005-06 3150000 


*On reduced face value of Rs. 2 each following share split in the ratio of 5:1 and no. of shares adjusted for bonus shares for all periods. 

Note: Financial year 1985-86 was of 14 months from 1 st May'l 985 to 30th June' 1986. 
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h i g h I i Qi t s 

Eorld largest two wheeler manufacturing company for the 5th consecutive year. 
Ifflore than a million bikes ahead of the nearest competitor, 

Hrecord volume of 3 million two - wheelers In a year. 



Four new motorcycle models launched 
CD Deluxe, Super Splendor, Glamour 
and Achiever. 
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Bistribution network of 2400 customer touch points including sales, service and spare parts outlets. 
Ever 2.5 million passport members. 



ET Lifetime Achievement 
Award for Corporate Excellence 


Motilal Oswal Wealth Creator Award for the most 
consistent wealth creator for the period 1991-2005 




NDTV Profit Car & Bike Awards 2006 

- Hero Honda 'Bike Maker of the Year 1 

- Achiever 'Bike of the Year Award' up tol 50 cc 

- Achiever 'Overall Bike of the Year award' 

- Glamour 'Bike of the Year Award' up to 125 cc 

- Glamour 'NDTV viewers' choice Award 

- Splendor rated best in Total Customer 

Satisfaction (TNS)' 


CNBC Awaaz Consumer Awards 2005 for 
India's most preferred two-wheeler brand 
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There are some leauers whose presence 

simply defines performance. 



chairman's mess a(j3 


Dear Shareholder, 

In Europe and the US, owning a 
motorcycle is like making a 
statement of fashion and 
personality. For many families 
across India, possessing a 
motorcycle is a statement of 
economic empowerment and 
freedom. 

Fifteen years of reforms and 
urbanization have drawn people 
living in India's rural and semi rural 
hinterland to cities and towns like 
magnets. Transport demand iri 
most Indian cities and towns 
therefore has increased 
substantially, yet the public 
transport system hasn't kept pace, 
A study conducted by NT Kanpur 
some years ago reveals that 
dedicated city bus services 
operated only in 17 cities and rail 
transit existed only in 4 out of 35 
cities with population in excess of 
one million. 

This is where your company has 
been filling an important gap, year 
after year, for the past 22 years. 
This is why the future of your 
company is bright, 

It took us nine years to sell one 
million two wheelers; four years to 
sell the next million; two years to 
sell the next million; and in the past 
year, we've sold more than three 
million two wheelers, To meet the 
growing demand, the company is 


toil 


now in the process of setting up a 
third plant. 

This year, we sold our 15 millionth 
two wheeler. That's more than the 
population of a small country! In a 
short span of two decades, this is 
a feat that few others in the global 
automotive industry have been 
able to achieve. 

The trust of 15 million customers is 
something we cherish deeply. It 
gives us courage to face the 
future. But more importantly, it 
gives us the confidence to sustain 
the growth momentum in the years 
to come, 

still believe that your company 
has barely scratched the surface 
in terms of optimizing potential 
The two wheeler market accounts 
for barely 2 per cent of the Indian 
population. If India is able to 
sustain the GDP growth impetus in 
the 8-10 per cent range in the 
coming years which is an 
aspiration level set by our Flon'ble 
Prime Minister, your company 
could continue to grow in double 
digits even In the medium to 
longterm, 

am confident for a number of 
reasons. 

Our relationship with our joint 
venture partner, Flonda Motor 
Company of Japan has stood the 
test of time, We have been able to 


consistently draw and feed off 
each other's strengths, Our deep 
domain knowledge of the Indian 
market and Its supplier network 
has meshed with Plonda's mastery 
over four-stroke engine 
technology to create modern and 
fuel-efficient machines at 
affordable prices. This remains our 
key source of competitive 
advantage as we go into our 23rd 
year. 

At another level, the 2006 Union 
Budget has created conditions for 
sustainable growth, I also believe 
that the decision to gradually 
phase out central sales tax and 
introduce a goods and services 
tax by 2010 will bring down 
transaction costs and make your 
company considerably more cost 
competitive in the years to come. 


The impetus given to the Bharat 
Nirman project could transform the 
economy in ways that are difficult 
to imagine even today, This 
program seeks to invest In rural 
infrastructure, I believe this project, 
along with the National Plighways 
Program has the potential of 
creating one of the world's biggest 
growth markets in the coming 
years; they will create jobs and 
bring millions of rural families into 
the national economic 
mainstream. For us, they 
represent potentially huge growth 
markets, and could help us to 
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The trust of 15 million customers is something we 
cherish deeply. It gives us courage to face the future. 
But more importantly, it gives us the confidence to 
sustain the growth momentum in the years to come. 



substantially increase the current 
base of the two wheeler market. 
While today, it is possible to own a 
two wheeler by paying less than 
Rs, 1000 a month, EMI financing is 
available only in India's towns and 
cities. Very few people In India's 
600,000 villages, even if they wish 
to buy a two wheeler can dream 
about paying through easy 
monthly installments. But once 
banks and micro finance 
institutions ride piggyback on 
government programs and start 
targeting the rural population 
jVvith -innovative products, I am 
convinced that the EMI revolution 
will hit rural India 

In the coming years, I believe each 
of these factors will provide the 
required stimulus for your 
company to retain its leadership 
position in the two-wheeler 
industry. 

Once again, thank you for your 
continuous support and good 
wishes. 


Yours sincerely, 



Brijmohan Lall 
Chairman 
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m d ’ s Pf~e s s a g e 


Dear Shareholder, 

It was another landmark year for 
Hero Honda. Your company 
continued to lead the two-wheeler 
industry both in India and globally 
for the fifth year in a row. Hero Honda 
became the first automobile firm in 
the country to sell more than 3 
million units in a single year, and with 
this completed cumulative sales of 
15 million. 

It was a year in which the country 
moved on to a new growth trajectory 
in terms of GDP and per capita 
income, and 'your company, 
comfortably maintained double 
digit growth at 14 per cent. 

For the first time, there were visible 
indications of consolidation in the 
domestic motorcycle market. Sales 
of the smaller number of two¬ 
wheeler companies either declined 
or stagnated compared to the 
previous year. In the years to come 
we expect this process of 
consolidation to continue, and 
believe it is a good sign for your 
company, as it could ensure more 
stability. 

Business Environment 

While your company once again 
had a lead of one million two 
wheelers over its nearest rival in the 
domestic market, there are signs 
that the competition is getting 
fiercer We also expect a much 
tighter fight for market share in the 
near and medium term and are 
taking appropriate steps to counter 
the emerging challenge. 

During the year, there were some 
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concerns about continually rising 
input prices, especially steel, rubber 
and aluminium. If input prices 
continue their upward movement, 
there may be further pressure on 
margins, 

On the other hand, we do not expect 
volumes to get impacted on account 
of either rising crude prices or 
insufficient rains, Higher petrol 
prices, in fact, could result in a 
preference for cheaper motorized 
transport, and here two-wheelers 
have a natural advantage over four 
wheelers. Likewise, we aren't overly 
worried about unpredictable 
monsoons. A number of 
independent research studies have 
shown that over the last few 
decades, the co-relationship 
between manufacturing growth and 
agricultural performance is tenuous, 
at best. 

The industrial belt of Gurgaon has 
been experiencing industrial unrest 
in recent months, with vested 
interests stirring trouble amongst a 
group of contract workers hired by 
contractors. We too have been 
affected by this phenomenon. As a 
company, we have sound HR 
practices, and have taken a slew of 
measures to ensure that such 
incidents are not repeated. 

For more than two decades, Hero 
Honda created brand equity for itself 
by putting together best-in-class 
portfolios and new technologies. 
During 2005-06 your company also 
made its debut in the scooter market 
with a 100 cc offering aimed at 
women commuters and 
homemakers. The products were 
received well by the market, and we 


hope to gain critical mass over the 
next few years. Your company also 
launched new engine platforms in 
125cc and 150 cc categories, 

Strategic Focus 

World class technology and 
unstinted support from Honda has 
catapulted your company to where it 
is today, Going forward, we are 
banking on this solid support to 
reinforce our leadership status in the 
Indian two-wheeler market. 

In 2006-07, we plan to add eight new 
products aimed at different 
customer segments. In June 2006, 
we launched India's first fuel- 
injection two wheeler - Glamour FI - a 
technology as revolutionary as the 
four-stroke engine we pioneered two 
decades ago. 

Hero Honda regularly enhances its 
production capacity in order to 
optimally meet growing market 
demand. Substantive expansions 
have been completed at both the 
plants at Gurgaon and Dharuhera 
and your company is in the process 
of setting up another plant. 

Network expansion and supply 
chain management lies at the heart 
of our success. In the coming year, 
we expect to take the number of 
customer touch points from 2400 to 
around 3000. We are also putting 
together a seamless online supply 
chain by collaborating with front-end 
dealers and back-end suppliers in 
order to enhance customer value, 
improve response time and reduce 
costs. 

We expect these initiatives to yield 
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As we ride into the future, we expect to pursue growth 
opportunities systematically and aggressively. 



closely at marketing practices in 
developed markets. In the coming 
months, we plan to introduce 
stylistic Innovations based on these 
best practices, especially for key 
markets In India's metropolitan 
cities. 

•We plan to concentrate 
considerably on India's emerging 
towns and cities which have 
undergone significant growth since 
2000, We plan to target these 
geographies and markets in a 
focused manner, and have already 
identified a number of leading 
channel partners who will be 
working with us to push Hero Honda 
products deeperinto India. 

• India's eventual place in the future 
will be shaped by the growth and 
development of India's rural and 
semi-rural hinterland. In the next 
three to four years, we will start 
seeing the real impact of 
government-led investment 
initiatives like Bharat Nirman and the 
Rural Roads program in terms of 
prosperity and buying across 
India's rural hinterland, We are now 
in the process of designing 
appropriate financial products and 
supply chains that will specially 
geared to serve the needs of these 
potentially huge markets. 


tangible benefits in the coming year, 
and provide important growth and 
efficiency lessons for the future. 

We live in challenging and 
interesting times. Incomes and 
consumer attitudes have changed 
sufficiently in the new millennium to 
prompt the need for fresh 
approaches. 


For the coming months and years, 
we plan to grow primarily along 
three flanks: 

•The revolution in the service 
sector will continue to throw up 
huge opportunities for growth in the 
metropolitan and larger cities, To 
increase the value proposition for 
Indian youth in cities, we are looking 


As we ride into the future, we expect 
to pursue each of these growth 
opportunities systematically and 
aggressively, and look for your 
continued support and goodwill. 


Yours sincerely, 



Pawan Munjal 
Managing Director & CEO 
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j m d ’ s nissage Such a symbiotic relationship has today created not only 

one of the world's most successful and endearing joint 
ventures; it has also delivered unimaginable return on 
investments for shareholders. 


Dear Shareholder, 

joined your company as Joint 
Managing Director only recently, 
but already feel as though I've 
been here for much longer. There's 
so much to learn and share in the 
company that has been making 
more two wheelers annually than 
anyone else in the world for five 
years in succession. 

In the short period that I've been 
with your company, I've come to 
realize just how much Hero and 
Honda of Japan have in common. 
For me, Hero Honda symbolises 
relationship between two leading 
companies who not only share 
common dreams, visions and 
ideals but also best practices and 
business processes. Honda's 
third successive ten-year 
shareholder agreement with Hero 
is a reaffirmation of this synergy, 

Such a symbiotic relationship has 
today created not only one of the 
world's most successful and 
endearing joint ventures; it has 
also delivered unimaginable return 
on investments for shareholders. 
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Your company is one of the few 
listed companies in India that have 
provided the highest year-on-year 
return on shareholder value in the 
last ten years. 

In its global operations as well as in 
Japan, Honda has always 
believed in creating new value 
paradigms for its customers. 
Scientifically and systematically, 
Honda Invests in technology and 
quality processes that are ahead 
of the rest of the industry. Similarly, 
Honda is a company that follows a 
fundamentally bottoms. .up 
approach when It comes to 
managing customer relationships. 
Since we track and monitor 
consumer behaviour and trends 
down to the minutest detail, we are 
able to meet expectations better 
than most others in the industry. At 
Hero Honda, I find similar 
commitments to customers, 
technology and work practices, 

By working side by side with our 
joint venture partner, we've 
understood the true meaning of 
that famous transnational maxim: 
think globally, act locally. Hero 
Honda has set up over 2400 


customer touch points, 
comprising a mix of dealers, 
service centres and stockists 
across rural and urban India, 

Over the years, we have been able 
to consistently draw and feed off 
each other's strengths. The Hero 
Group's deep domain knowledge 
of the Indian market and its 
supplier network has meshed with 
our own expertise over motorcycle 
technology to create modern and 
fuel-efficient machines that 
continue to be lapped up by 
India's growing armies of 
cgns,uijjners, 

Honda expects this exciting 
odyssey with the Hero Group to 
strengthen and grow well Into the 
future, and wholeheartedly plans 
to back Hero Honda in the months 
and years to come, 

Yours sincerely, 


Toshiakl Nakagawa 
Joint Managing Director 
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Cautionary statement 

Statements in this management discussion and analysis describing the Company's 
objectives, projections, estimates and expectations may be 'forward looking 
statements' within the meaning of applicable laws and regulations. Actual results 
might differ substantially or materially from those expressed or implied. Important 
developments that could affect the company's operations include significant changes 
in political and economic environment in India or key markets abroad, tax laws, 
litigation, labour relations and interest costs. 
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The Indian economy appears to 
have moved to a new growth 
trajectory, The country's gross 
domestic product grew at 8,4 per 
cent during the year in review. In 
the three preceding years, the 
country clocked 7,5 per cent 
growth, and we expect this growth 
trend to continue during 2006-07, 

A surge in investments across 
sectors, and some delicate fiscal 
balancing by the Union 
Government ensured robust 
growth without high inflation. 
There were some concerns about 
a rise in interest rates and spiraling 
global crude prices, but these 
were to an extent offset by 
reasonable inflation, which was 
pegged around 5 per cent for 
most of the year. 

In urban India, lower taxes and 
good salary increments across 
sectors increased disposable 
income in the hands of 
consumers. A sizeable chunk of 
the GDP growth came from the 
service sector, which now 
contributes 54 per cent of the 
country's GDP More significantly, 
the fastest growing segment in 
the service sector information 
technology and IT enabled 
services is being driven by youth. 

This growing segment of the 
population offers a huge window 
of opportunity for the automobile 
industry, especially in emerging 
Tier 2 and Tier 3 cities spread over 
different corners of the country, 
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BPO offices are mushrooming in a 
number of these cities, and are 
providing jobs to a sizeable section 
of educated youth, This, coupled 
with innovative EMI-based financial 
products, has created sufficient 
appetite for consumer durables. 
Today, for example, it is possible to 
buy a two wheeler for less than Rs, 
1000 a month, and this has led to a 
surge in the number of young and 
first-time salary earners buying 
vehicles in theirearly twenties. 

We believe the increasing 
affluence iq cities like Pune, 
Ludhiana, 65urat, Coimbatore, 
Kochi, Jaipur, Nagpur, Chandigarh 
will set up these cities as alterative 
magnets to metros. India could 
have more than a dozen 
metropolitan cities by the next 
decade, and this will throw up Its 
own challenges and opportunities, 

Opportunities are opening up in 
rural India as well. There were 
normal monsoons across most of 
India's meteorological districts, We 
are also encouraged by the 
gradual shift in favour of 
horticultural crops in certain 
regions of the country, For Piero 
Pionda, this is a significant trend, as 
the realizations from value added 
crops are significantly more than 
cereals, Since more than 70 per 
cent of the population still depends 
on agriculture, higher farm 
realizations will eventually translate 
into greater disposable income, 

Piero Pionda will be looking at rural 


India with renewed interest in the 
coming months and years 
because there are clear signs that 
the government is targeting the 
aam aadmi or the common man 
through a mix of targeted 
programs. 

Your company has already begun 
seeding the rural market, 
especially in north and west India, 
through loan tie-ups with two 
leading banks; Punjab State 
Cooperative Bank, and State Bank 
of India, Similarly, through a tie-up 
with, State Bank of India, Piero 
Pionda field officers have started 
working directly with State Bank 
branch officers, accessing list of 
rural credit holders (Kisan credit 
cards) in specific regions, and 
approaching farmers personally. 


Industry and Segment Dynamics 

The Indian two wheeler industry 
grew at 15 per cent during the 
year, Two-wheeler sales crossed 
7,5 million units, and accounted 
for more than 80 per cent of 
domestic auto sales during the 
year, Motorcycles made up more 
than 82 per cent of the two¬ 
wheeler segment sales during the 
year, 

The motorcycle market involves 
three sets of price points - the 
price category, the deluxe 
category and the premium 
category. The price segment grew 
by 40 per cent during the year and 
sales went up from 1,83 million to 
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2.57 million units. Last year, this 
segment contributed 35 per sent 
of the total motorcycles volume; 
this year, the share went up to 41 
per cent. Sales in the deluxe 
segment went up to nearly 3 
million, compared to 2,8 million in 
the previous year. In 2004-05, this 
segment accounted for 54 per 
cent of volumes; this year, the 
share of this segment in the total 
sales mix dropped by 6 per cent to 
48 percent. 

The premium segment sold 0.65 


million units during the year, 
compared to 0.55 million units In 
the previous year, a growth of 18 
per cent, Last year, this segment 
accounted for 10 per cent of the 
motorcycle mix; the same level 
was maintained this year, 

The segment wise performance 
tells two stories, First, a large 
chunk on India's middle class still 
finds it difficult to buy a car. On the 
other hand, price and deluxe 
segment motorcycles, which retail 
at a sixth the price of cars in India, 


are considered extremely 
affordable in a country where the 
average urban middle class 
household income is around Rs, 
150,000 a year. 

Equally important, the robust 
growth of the price and deluxe 
motorcycle segment also proves 
that new growth markets are 
emerging in smaller towns and 
cities. This is perhaps an 
indication that new consumers 
are entering the economic 
mainstream, 

There is no better proof of this than 
the 2005 NCAER study on India's 
s. Currently, 
around 20 million Indian families 
(around 100 million consumers) 
have an annual income of over Rs, 
200,000 making them ripe 
candidates for consumer durable 
purchases. The NCAER data also 
shows that there are currently 
twice the number of motorcycle 
owners In the Rs.200,000- 
500,000 income segment, 
compared to the Rs,90,000- 
200,000 income segment, 


Those earning between Rs, 
200,000-500,000 a year are 
projected to nearly treble by 2009- 
10. Fiero Flonda expects this 
income group to be a key 
constituency for Its price and 
deluxe category motorcycles, 
which account for the bulk of its 
product portfolio. 
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results and financial 


analysis 


•Sales: Annual sales crossed 3 
million units for the first time during 
the year (3,000,751 units in 2005- 
06 compared to 2,621,400 units in 
2004-05). In value terms total 
sales (net of excise duty) 
increased 17.4% to Rs,8714 
crores from Rs.7422 crores in 

2004- 05. 

•Profitability: Earnings before 
interest, depreciation and taxes 
(EBIDTA) margins during the year 

2005- 06 were pegged at 15.7%; 
the same levels as the previous 
year. Operating profit (PBT before 
other income) grew byl6,2% from 
Rs.1080 crores in 2004 - 05 to 
Rs.1256 crores iff 2005 - 06, 
Operating profit margin 
decreased marginally from 14,6% 
in 2004-05 to 14.4% in 2005 - 06. 
Profit after tax reflected a growth of 
19.8% from Rs,810 crores in 2004 
-05to Rs.971 crores in 2005-06, 

•Other income: Other income 
increased by 14,2% from Rs,137 
crores to Rs.156 crores. 

•Cash surpluses: The company 
generated cash of Rs,936 crores 
from operating activities, 
compared to Rs,747 crores 
during 2004-05 


•Capital expenditure: This was 
pegged at Rs,399 crores during 
the year, primarily on account of 
capacity expansion in the existing 
manufacturing facilities at Gurgaon 
and Dharuhera and acguisition of 
land for the company's new 
production facilities. Due to this, 
the depreciation increased by 
28,2% to Rs.114,62 crores from 
Rs,89,38 crores during year 2004 - 
05, 

•Raw material costs: Cost of raw 
materials as a percentage of total 
sales decreased from 70,1% in 
2004 I 05 to 69,5% in 2005-06. 
Costs caime down mostly because 
of favorable changes in the sales 
mix and a continued focus on cost 
rationalization. 

•Asset Management: During the 
year in review, the company added 
Rs,399 crores in fixed assets. This 
came through expansion in 
manufacturing capacities and 
purchase of land for upcoming 
production facilities, As a result, the 
net fixed asset turnover (sales as a 
proportion of net fixed assets) 
declined marginally from 11,4 in 
2004-05 to 10.2 in 2005-06, 


Table 1: Key Financial - Income, Profit, ROAE and ROACE Rs. in Crores 



2001-02 

2002-03 

2003-04 

2004-05 

2005-06 

Total Income (Net of Excise duty) 

4539 

5195 

5997 

7559 

8870 

PAT 

463 

581 

728 

810 

971 

PAT as % of total Income 

10 

11 

12 

11 

11 

ROAE (%) 

72 

76 

73 

62 

55 

ROACE (%) 

95 

99 

93 

81 

72 


Table 2: Key Indicators of Profitability 



2004-05 

2005-06 

OPBDIT / Sales (%) 

15.7 

15.7 

OPBT / Sales (%) 

14.6 

14.4 

PBIT / Sales (%) 

16.4 

16.1 

PBT / Sales (%) 

16.4 

16.2 

PAT / Sales (%) 

10.9 

11.1 

ROACE (%) 

80.8 

72.3 

ROAE (%) 

61.6 

55.5 


•Current asset turnover: which 
shows sales as a proportion of 
average current assets, also 
declined from 14 to 12.7, The 
growth was mainly on account of 
outstanding fixed deposits of 
Rs.135 crores with banks as on 
31 31 Ma rch, 200 6, 

Debt Structure 

Elero Honda has been a debt free 
company for the last 5 years. The 
unsecured loan of Rs.186 crores 
from the state government of 
Haryana on account of sales tax 
deferment, is interest free and has 
no holding costs. Net interest 
payment by the company has 
been negative during the last few 
years. 

Dividend Policy 

The company intends to continue 
its liberal dividend payout policy 
and believes that Shareholders 
should benefit appropriately from 
company's continued success 
consistently. The company is 
extremely conscious about the 
efficient use of the capital 
employed and has always 
endeavored to earn a return 
higher than cost. Further, after 
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giving due consideration to cash 
generating capacity, expected 
capital needs of the business and 
strategic considerations, the Board 
has recommended a dividend of 
1000 per cent for the third year in 
succession. 

Working Capital Management 

Hero Honda has always 
endeavored to set benchmarks in 
its working capital management 
and has continued to operate on 
negative working capital for the 
past several years. Our continued 
focus on working capital Oia^ 
helped us to enhance cash flow 
through better management of 
inventory, receivables & payables 
and use of ratios & financial 
planning. 

As a part of our cost rationalization 


Table 3: Working Capital 
Management & Liquidity Ratios 



2004-05 

2005-06 

Inventory Period 

11.3 

10.5 

Operating Cycle 

14.0 

14.9 

Cash Cycle+ 

-33.0 

-23.9 

Current Ratio* 

0.53 

0.74 

Acid Test Ratio* 

0.34 

0.54 


Notes: The average of inventory, receivables 
and payables have been taken for the above 
calculations of inventory period, operating and 
cash cycle. 

* Current liabilities excluding proposed dividend 
and tax there on. 

+0n account of cash discounting of vendors' 
payment described above, the cash cycle has 
increased from (-) 33.0 days to (-) 23.9 days. 

dfivb; We aggressively availed cash 
discounts from our vendors by 
making payments before due date. 
This not only helped us improve our 
operating profit margins but also 
allowed us to deploy the surplus 
funds in the core business 



OPBT PBT PAT 


OPBT - PBT before other income PBT - Profit before tax PAT - Profit after tax 


Net Cash Flow From Operations 

(Rs. in Crores) 


1000 971 

<- 936 



operations of the company, Table 
3 portrays the various 
components of working capital, 
operating cycle and liguidity 
ratios, 

Cash Flows 

A decent growth in turnover, a 
sustained focus on core activities 
and consistent operating profit 
margins resulted in positive cash 
flows during the year. The net cash 
flow from operations totalled 
Rs.936 crores; this compared 
with Rs.747 crores during 
2004-05, 

The company also spent Rs,323 
crores in investing activities mainly 
on account of purchase of fixed 
assets worth Rs,399 crores to 
further enhance the production 
capacities to a level of 3,150,000 
units annually. Financing activities 
accounted for an outflow of 
Rs,471 crores which was on 
account of the liberal dividend 
payout. 
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risks apcl outlook 


Risks and Concerns 
•Slowdown: The possibility of 
lower growth rates in two 
segments: the premium and the 
deluxe segment cannot be ruled 
out, and therefore constitute a risk 
factor for Hero Honda. 

•Competition: Expansion plans 
of wholly-owned subsidiaries of 
global automobile players could 
increase the scope and level of 
competition in the Indian two 
wheeler industry in the near and 
medium term. 

•Input costs: A further rise in input 
costs, especially steel and 
aluminum could constitute a 
threat to profit margins in the 
future. 

Outlook 

Your company expects that the 
two wheeler story will continue to 
unravel well into the future. In fact, 
during the year in review, an 
incremental market of close to 
one million motorcycles was 
created. We do not expect 
volumes to suffer on account of 
either rising crude prices or 
insufficient rains, Higher petrol 
prices, in fact, could result in a 
preference for cheaper motorized 



transport, and here two-wheelers 
have a natural advantage over four 
wheelers. 

There is, however, a flip side to the 
growth potential. All the major 
manufacturers in India, as well as 


manufacturers from China and 
Korea are targeting the 
motorcycle segment. 

The past year has seen a slew of 
launches, While the customer has 
benefitted, it has added some 
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compared to the previous year, In 
the years to come we expect this 
process of consolidation to 
continue, 


The management believes that 
the medium term outlook for the 
two-wheeler industry continues to 
be positive. The rapid expansion 
anticipated in the size of the 
middle class and the high 
economic growth rates promise 
to open new markets and rapidly 
expand existing ones for mass 
ucts as well as 
premium, products and durables. 

We anticipate double digit growth 
in the two-wheeler and 
motorcycle market during the next 
three years. Your company 
expects to register a growth rate 
that is higher than the average 
growth of the two wheeler industry, 


pressure on the company's market 
share. 

Margins could also be under 
pressure during the coming year 
with continually rising input prices, 
especially steel, aluminium and 


rubber. 

Also for the first time, there were 
visible indications of a 
consolidation in the domestic two 
wheeler market. Sales of a number 
of two wheeler manufacturers 
either declined or stagnated 
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r m a n c e in 


key segments 


Hero Honda in 2005-06 
accounted for 40 per cent of the 
Indian two wheeler market. The 
company maintained its grip in the 
motorcycle segment with a market 
share of a little less than 50 per 
cent. In the previous year, Hero 
Honda sold one million more two 
wheelers than its nearest 
competitor. The lead was 
maintained in 2005 - 06, 

In the price segment, Hero Honda 
continued to grow strongly The 
segment offering, CD Dawn, was 
launched in 2004-05 and sold 
650,000 units. In the previous year, 
Hero Honda launched an 
upgrade called CD Deluxe, and 
salesjumped afurther26 percent. 
In the deluxe segment which is the 
largest segment in the market, 
Hero Honda's flagship brand, 
Splendor and its upgrade model, 
Super Splendor sold more than 
1,2 million units. The Splendor 
family sold 600,000 more bikes 
than the previous year. During the 
year, Hero Honda's sales in the 
price and the deluxe segment 
increased by 16 per cent. 
The company now has over 15 
million strong customers base the 
country's largest. 


During the year there were also four 
new product motorcycle offerings: 
these included the CD and 
Splendor upgrades,: the 125 cc 
Glamour, and the 150 cc Achiever, 
both long term warranty, value-for- 
money offerings in terms of fuel 
consumption and power delivery. 

The company also made its debut 
in the scooter market with a 100 cc 
offering called Pleasure aimed at 
women commuters and 
homemakers. Since it targets 
mostly women, Pleasure supports 
design and features based on 
comfort ancl'-ionvenience like the 
unique tutfajp tube - a technology 
which offers an immediate remedy 
in case of a tyre puncture. Hero 
Honda hopes Pleasure will, over 
the years, revive and excite the 
moribund scooter market in India, 
where sales have been declining 
fora number of years, 

During the year, your company also 
generated good cash flows from 
the spare parts business, an 
initiative which we launched to 
ensure supply of genuine parts to 
customers. The company's spare 
parts business grew from Rs 362,1 
croresto Rs481,6 crores. 



Export Performance 

During the year in review, the 
company also exported over 
92000 bikes, a growth of 45 % over 
the previous fiscal. The bikes were 
sold in Sri Lanka, Bangladesh, 
Columbia and Nepal, New 
launches like. Glamour, Super 
Splendor and CD Deluxe were 
well received in Sri Lanka 
Bangladesh and Nepal, Including 
Nepal, export sales crossed 
100,000 units. 

In Columbia, CD Dawn is the most 
populanand largest selling bike. In 
Bangladesh and Sri Lanka, 
existing multi-brand non-exclusive 
dealerships were converted into 
exclusive dealerships. Also during 
the year, Burundi In Africa was 
added to the company's portfolio 
of exporting countries through 
supplies against government 
tenders, 

To strengthen the Hero Honda 
brand in international markets, 
scooters are being added to the 
export portfolio, 
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c u s t o Pfe r focus 


Some of our initiatives are proactive 
and based on intuition, while others 
are based on market feedback, In 
2001 -02, for example, we 
pioneered the concept of long-term 
warranty by extending the time 
frame from six months to two 
years. We now have the 
confidence to extend this 
warranty further; our new 
models like the 125 cc Super 
Splendor, 150 cc Achiever and the 
125 cc Glamour now come with a 
three year warranty. 

Our Hero Honda Passport Pxograrm 
is one of the most successful 
customer relations 
program in the a 
ndustry and exter 
across 1000 authorized Hero 
Honda dealerships and service and 
spares points. 

Passport members are eligible for 
discounts on purchase of spare 
parts, accessories and services. 
They also get bonus points on each 
referral, and these are redeemed by 
way of gifts and special awards. 
Also bundled along with the 
scheme is a free personal accident 
policy worth Rs, 100,000, So far, 
insurance claim of over Rs, 6 crore 




has been disbursed to dependent Winner of the Month and invitation 
families, to special events. 


During the year, the company also 
encouraged its dealers to venture 
into the second-hand market by 
buying and refurbishing SHh 
pre owned Hero Honda 
motorcycles, in exchange for new 
bikes. Currently, the scheme is 
being piloted in select dealerships 
& will eventually be rolled out 
across different geographies. 


For the retail of its newly-launched 
scooters, the company launched 
Tlust4her", exclusive showrooms 
for wbtne'h customers, 

Not only will lady service J .a 
supervisors and sales executives 
attend on women customers, 
'Just4her' outlets will also provide 
Anytime 1 pick-up and emergency 
service on a 12-hour basis, 


Additionally, if the actual user of the 
scooter is a female, she will be 
eligible to join the Lady Rider 
Program the first ever women's 
club initiated in the industry, The 
Lady Rider Club will offer special 
benefits to its members including 
milestone rewards, personal 
accident insurance, participation in 


Awards 

Your company's endeavor to 
remain customer centric 
continues to be recognized in the 
public domain. 

In July 2005, Hero Honda was 
adjudged as India's most 
preferred two-wheeler brand by 
CNBC's consumer affairs 
channel, Awaaz, At the CNBC TV 
18 Awards, Hero Honda Splendor 
was rated the best bike in terms of 
total customer satisfaction, by 
leading research agency TNS. 

Hero Honda was also adjudged 
the 'Bike Maker of the Year' at the 
2006 "NDTV Profit Car & Bike 
Awards, At the same awards, 
Hero Honda 'Achiever' adjudged 
Bike of the Year in 150 cc category 
as well as the overall Bike of the 
year award, Hero Honda 
'Glamour' was adjudged Bike of 
the Year in 125 cc category, 
Glamour' also bagged the NDTV 
'Viewers Choice' award 
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company also invested in 
technology that will help in 
localizing the production of gear 
boxes. 

Your company has made 
sustained attempts to prune 
manufacturing variable costs over 
the years through localisation and 
process improvement. To a large 
extent, these costs have been 
controlled, and costs per vehicle 


came down from Rs 837 to Rs 
353 in March 2005. However, a 
sharp rise in electricity costs, and 
erratic supply reversed this 
declining trend in 2005-06, To 
address the problem, the 
company has commissioned 
HFO-based generator sets at 
each of its facilities. 

In the coming months and years, 
these measures will help Hero 
Honda prune its material and 


Manufacturing 

To cope with rising demand, Hero 
Honda's production capacity is 
expanded from time to time. The 
expansion at the Gurgaon plant 
was completed during the year in 
review, and annual capacity has 
been increased from 5000 to 
6500 units a day. Capacities are 
also being increased at the 
Dharuhera plant, and these would 
go on-stream by the end of 
August 2006, Post expansion, the 
Dhraruhera unit will have the 
capacity to roll out another 6500 
units a day. 

This will take your company's total 
installed capacity to 13, 
day. The expansion at these two 
plants should take care of your 
company's market requirements 
in the short term. For the medium 
term, your company is in the 
process to setting up a third plant. 
This will helpyourcompanyrealize 
its mandate of becoming a 
global-scale and worldclass 
manufacturer, 


In a competitive market where 
quality is a crucial differentiator, 
your company has placed 
considerable emphasis on 
efficiency, cost and productivity. 
During the year, your company 
made investments to augment its 
welding capacities. It also started 
procuring framing sheets for fuel 
tanks locally, instead from 
outside. At another level, your 
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average inventory period is about 
34 days. 


To rationalize the supply chain 
further, your company is now 
switching to system purchases 
and also looking at possibilities for 
global procurement. 


Distribution Network 

The company has a conscious 
strategy of penetrating new 
markets and unrepresented 
territories, and its distribution 
network, dealers, authorized 
representatives, stockists and 
2001, your 
such sales and 
India. By March 
2006, this number went up to 
2400. All the four marketing zones 
of your company showed a 
uniform increase in new 
dealerships and service & spares 
points. 


manufacturing costs considerably, 

Vendor Management 

Vendor management is critical to 
Hero Honda, as 68 - 70 per cent of 
the revenue is made up of material 
cost. A national network of 256 
vendors, including 36 ancillaries, 
forms the backbone of our plant 
operations. 

To improve plant efficiencies and 


inventory turns, your company has 
extended "Just In Time" (JIT) 
beyond the shopfloor, An online 
vendor connectivity program has 
been implemented and extended 
to 94 vendors from 46 in the 
previous year, 

Your company has been able to 
access 70 per cent of the materials 
(in value terms) by maintaining zero 
inventory, For the balance, the 


What Is heartening that there is 
growing evidence of more and 
more entrepreneurs wanting to 
secure Hero Honda dealerships 
in all markets across the country, 


www.reportjunction.com 









research and develop Pfe n t 


The Hero Group first accessed 
Honda technology in 1985-86 
through a technical collaboration. 
Since then, your company has 
access to some of the best 
automobile research technology 
in the world. Over the years we 
have also collated huge amounts 
of market feedback data. This has 
given us considerable insights 
into Indian conditions and 
segment-centric customer 
requirements. This domain 
knowledge, combined with 
strong products backed by 
Honda R&D are primary reasons ;i 
for Hero Honda's success. 

Your company's R&D is now on 
line with the Honda factory in 
Kumamoto for instant data 
transfer. This helps in the transfer 
of design data instantly, and 
facilitates quicker responses to 
the market, Honda's R&D office in 
Gurgaon India, also collaborates 
with Hero Honda in India for day- 
to-day activities. 

Meanwhile, over the years, your 
company has honed its own 
research capabilities, This has 
helped in large-scale localization 
and integration allowing the 
company to keep costs low even 
at the time of initial launch. Not 
only that, your company's R&D 
has already developed reguisite 
infrastructure and expertise to 
develop, test and approve 
products in-house as per Honda 
specifications and acceptance 
criteria. 



These facilities are upgraded from 
time to time, ahead of new 
technology adoptions. For 
example, during the year in review, 
your company trebled its R&D 
capital expenditure. This in turn 
allowed us to launch state-of-the- 
art bikes with a high local content. 
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human resource management 



The organisation over the few years 
has been striving to develop a 
leadership pipeline and at the same 
time build a strong pool of talent. 
These two aspirations have 
translated into a mandate for the 
HRM function in Hero Honda and 
this is where most of the efforts 
have been concentrated 

As a policy, the company has 
encouraged employee feedback, 
and seeks to use it constructively to 
improve its processes. To capture 
the needs of employees and to 


align them with the organisation's 
objectives, Hero Honda 
commissioned a study "Gallup 
Q12 Employee Engagement 
Study" in 2004-05. 

In its second year now, the study 
has gone a long way in helping the 
organisation understand and 
recognize its areas of strength and 
further build upon it. Managers 
across the organization have 
consciously worked with the help 
of Gallup towards instilling a strong 
sense of teamwork and building a 


better place to work. 

The organization is also using the 
Gallup initiative to help identify the 
inherent strengths in its managers 
and further build on it to create a 
strong leadership pool for the 
future. The impetus is on honing 
the skills, upgrading the 
knowledge and building on the 
strengths of the individuals. 

Continuing from last year, the 
company has made several 
strides in reaching out to the 
families of its employees through 
Its employee welfare initiatives. 
Programs tom'spouses and 
children of employees go a long 
way in spreading education & 
awareness as well as imbibing the 
culture and values of the 
company. This year, for example, 
we Introduced programs on 
lifestyle management for spouses 
of all employees. 

There have been some recent 
concerns on the labour front, with 
vested Interests stirring trouble 
amongst a group of contract 
workers hired by contractors, As a 
policy, we have always had sound 
HR practices. We are currently 
taking measures to ensure that 
such incidents are not repeated 
For example, we have signed a 
three year wage agreement with 
our workers at the Dharuhera 
plant, The discussions were held 
in an extremely amicable 
environment, and were 
completed within five days. 
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there are some enterprises whose biggest treasure 

lies in seeing a prosperous nation. I ■ h" 
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Environment Management 

Sustainable development lies at 
the core of Hero Honda's 
overarching vision of becoming 
one of India's most environment 
friendly companies. The 
company believes that to create a 
sustainable enterprise, it is critical 
to strike the right balance between 
business, mankind and nature. 

The company has ensured 
complete compliance with all 
applicable environmental 
regulations and practices 

We have been granted consent to 
operate under the relevant Water 
Act and Air Act up 'to March 31, 
2010 for both plants at Gurgaon 
and Dharuhera. The company 
has also secured environmental 
clearance from Ministry of 
Environment and Forests to start a 
new unit operation of zinc plating 
at Gurgaon, 

To comply with the directives of 
the Supreme Court, on-line 
environmental information display 
boards have been installed at the 
gates of both plants. 

The company has always sought 
to maintain compliance standards 
beyond those mandated by law. 
Therefore, in-house prescribed 
standards for treated effluents are 
10% more stringent than the 
prescribed standards. 

Periodical energy audits are also 
conducted to monitor key 
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improvement areas. These are 
conducted internally as well as 
external agencies such as National 
Productivity Council (NPC) and 
Tata Energy Research Institute 
(TERI), 

Hero Honda also seeks to 
continuously create environmental 
awareness among its employees. 
Twenty resource persons have 
been trained by the National 
Productivity Council, The training 
module included detailed 
technical aspects on energy 
efficiency of thermal utilities, 
electrical utilities and performance 
assessmeht of equipment and 
utility systems in renewable and 
non-renewable energy and its 
management. These resource 
persons are now responsible for 
training and spreading 
environment awareness across the 
company 

Cleaner Processes 

Over the last few years, the 
company has progressively 
eliminated the use of a large 
number of harmful substances, 
and today, every raw material and 
chemical is thoroughly evaluated 
for its environmental impact before 
it is introduced in a production 
process. 

The company has eliminated 
asbestos, a harmful carcinogen— 
from its manufacturing operations. 
The initiative has resulted in an 
annual recurring expenditure of Rs 
550 million, but Hero Honda 


believes this expenditure is a 
social investment and hopes that 
other manufacturers are 
encouraged to switch over to non¬ 
asbestos technologies. 

Hero Honda has also replaced 
Hexavalent Chromiuman 
electroplating chemical known to 
cause cancer and genetic 
disorders with a safer chemical— 
Trivalent Chromium in all in-house 
and vendor-end electroplating 
processes, 

Phenolic .substances are solvents 
used in the painting processes, 
and a potential health hazard. On 
an average 6500 litres of waste 
solvent are generated every 
month. Since recycling is a costly 
and tedious process with a 
number of safety and disposal 
issues, Hero Honda has installed 
its own facility to recover the 
solvent. 

Green Supply Chain 

Hero Honda believes the process 
of sustainable development is 
incomplete without involving the 
company's supply chain, 

Therefore, the Company has put 
together a "Green Dealer 
Development Program" for the 
front end and a "Green Vendor 
Development Program" for the 
back end of the supply chain, In 
each of these programs, the 
partners' are expected to manage 
their environment Involving 
material resources, industrial 
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catchments covering a total area 
of 31540 square meters, In a 
single year during between April 
2005 and March 2006, Hero 
Honda managed to recharge 18 
million litres of water. 


Green Awards 

For its diverse environment 
initiatives, the company has 
received the following 
certifications: 

- Environmental Management 
Systems as per ISO: 14001 


One of India's most-well known 


civil society organizations the 
Centre for Science & Environment 
(CSE) has adopted Hero Honda's 
rain water harvesting project as a 
model project for enhancing 
public awareness. The Centre 
ly monitors the 
performance of the system to 
check ground water level and the 
waterquality. 


wastes, energy resource, pollution 
and other effluents based on a 
number of pre-determined 
parameters, 

Hero Honda plans to support all Its 
partners in the Green Supply Chain 
venture by developing required 
competencies, sharing 
knowledge, and by providing 
technical support, 

Hero Honda hopes this program 
generates sufficient momentum 


within the industry, and looks 
forward to the day when the entire 
automotive industry is made up of 
a seamless green chain, 

Managing Scarce Resources 

Hero Honda is based in Haryana, 
one of India's driest states, To 
conserve water, the Company has 
ntroduced Rainwater Harvesting 
at both the plants in Dharuhera and 
Gurgaon. 

Across both plants, the Company 
has set up 16 rainwater harvesting 


- Occupational Health and 
Safety Management Systems 
as per OHSAS18001 

- Ouality Management 
Systems as per ISO: 9001 

The Company has also been 
awarded the "Three Green 
Leaves" Award for its overall 
environmental performance by 
the Centre for Science & 
Environment (CSE), It has also 
received "Environmenta 
Excellence" Award, given by The 
Energy Resource Institute, 
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Corporate Social Responsibility 

Hero Honda Motors takes 
considerable pride in its 
stakeholder relationships, 
especially ones developed at the 
grassroots. The Company 
believes it has managed to bring 
an economically and socially 
backward region in Dharuhera, 
Haryana, into the national 
economic mainstream. 


An Integrated Rural Development 
Centre has been set up on 40 
acres of land along the Delhi 
Jaipur Highway, The Centre 
complete with wide approach 
roads, clean water, and education 
facilities for both adults and 
children now nurtures a vibrant, 
educated and healthy community. 
Most of the Group's social 
enterprises including the Rural 
Development Centre are planned 
and executed by the Raman Kant 
Munjal Foundation 

The Foundation which was set up 
in 1992, has adopted 10 villages 
located within 10 kms of the Hero 


Honda factory at Dharuhera for 
integrated rural development 
Deep bore hand pumps have 
been installed to provide clean 
drinking water, Roads have been 
paved to connect these villages to 
the National Highway. Four primary 
school buildings have been 
renovated and provided with 
hygienic water and toilet facilities, A 
proper drainage system has been 
constructed at each village to 


prevent water-logging. The group 
also gives subsidies for setting up 
biogas plants, and 15 of these are 
now up and running. They provide 
essential cooking fuel to the 
families in and around Dharuhera, 
To help local people, especially 
women, Hero Honda has set up a 
vocational training Centre, So far 
nearly 625 women have been 
trained in tailoring, embroidery 
and knitting. The Company has 
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also helped women trained at this 
center to set up a production unit to 
stitch uniforms for Hero Honda 
employees. The Company takes 
pride in the fact that most of the 
women are now self-employed. 

The Foundation also runs an Adult 
Literacy program, a marriage 
facilitation service for 
underprivileged girls, besides 
doorstep healthcare programs and 


with medical camps for the 
local population, 

Raman Munjal Vidya Mandir 

The Raman Munjal Vidya Mandir 
began with three classes (up to 
class II) and 55 students from 
nearby areas. It has now grown into 
a modern Senior Secondary, CBSE 
affiliated co-educational school 
with 1200 students and 61 
teachers. The school has a 


spacious playground, ultra¬ 
modern laboratories, a well- 
equipped audio visual room, an 
activity room, a well-stocked 
library and a computer centre. 

Raman Munjal Memorial 
Hospital 

Now a 40-bed multi-specialty 
hospital equipped with the latest 
diagnostic and surgical 



technology, the Raman Munjal 
Memorial Hospital is in the 
process of being upgraded to a 
100-bed facility, It provides 
healthcare to the rural population 
in and around Dharuhera, and 
also caters to accident & trauma 
victims driving along the Delhi- 
Jaipur highway. Hospital's mobile 
health vans provide free health 
check- ups to the under privileged 
in the remote areas of the 
township. 
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A.F. Ferguson & Co. 

Chartered Accountants, 
9, Scindia House, 
Kasturba Gandhi Marg, 
New Delhi- 110 001 


Statutory Auditors 


Principal Bankers 



Punjab National Bank 
Citibank N.A. 

The Bank of Tokyo - Mitsubishi UFJ Ltd. 
ABN Amro Bank N.V. 

HDFC Bank Limited 
Standard Chartered Bank 
ICICI Bank Limited 
HSBC Limited 
Bank of America 
Canara Bank 


Honda Motor Co., Ltd. 

1-1, Minami Aoyama, 

2 Chome, 

Minato-Ku, 

Tokyo 101-8556, Japan 


Technical & Financial Collaborators 
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34, Community Centre, 

Basant Lok, Vasant Vihar, 

New Delhi 110 057 
Tel.: 011-2614 2451,2614 4121 
Fax : 011-2615 3913 
www.herohonda.com 


Registered & Corporate Office 


Dharuhera Plant 



69 KM Stone, 

Delhi Jaipur Plighway, 
Dharuhera, Distt. Rewari, 
Haryana 121 006 
Tel.: 01274-267 011-015 
Fax : 01274-267 025 


37 KM Stone, 

Delhi Jaipur Highway, 
Sector 33, Gurgaon, 
Haryana 122 001 
Tel.: 0124-2372 123-130 
Fax : 0124-2373 141-142 
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financial highlights & key ratios 


FINANCIAL HIGHLIGHTS (Rupees in Crores) 


Particulars 

2001-02 

2002-03 

2003-04 

2004-05 

2005-06 

Sales (nos.) 

1425302 

1677537 

2070147 

2621400 

3000751 

Growth in Sales (nos.) (%) 

38.4 

17.7 

23.4 

26.6 

14.5 

Total net income 

4539 

5195 

5997 

7559 

8870 

Growth in Total income (%) 

42.3 

14.4 

15.5 

26,1 

17.4 

Profit before Tax 

694 

885 

1072 

1217 

1412 

Profit after Tax 

463 

581 

728 

810 

971 

Share Capital 

39.94 

39.94 

39.94 

39.94 

39.94 

Reserves and Surplus 

646 

821 

1099 

1453 

1969 

Total Debt 

116 

134 

175 

202 

186 

Net Fixed Assets 

491 

517 

589 

715 

994 

Total Assets (net) 

802 

995 

1314 

1695 

2195 

Market Capitalisation 

6670 

3758 

9797 

10943 

17781 

Economic Value Added (EVA) 

374 

481 

569 

564 

641 


KEY RATIOS 


Particulars 

2001-02 

2002-03 

2003-04 

2004-05 

2005-06 

Long Term Debt/Equity 

Nil 

Nil 

Nil 

Nil 

Nil 

OPBDIT* / Net Sales (%) 

15.0 

16.7 

16,8 

15,7 

15.7 

OPBT** / Net Sales (%) 

13.9 

15.5 

15,6 

14.6 

14.4 

Profit after Tax / Total Income (%) 

10.2 

11.2 

12.1 

10.7 

11.0 

Return on Avg. Equity (%) 

72.1 

75.6 

72,9 

61,6 

55.5 

Return on Avg. Capital 

Employed (%) 

94.5 

98.9 

92.8 

80.9 

72.3 

EVA / Capital Employed (%) 

51.0 

53.8 

49,3 

37,5 

32.9 

Dividend Per Share (Rs.) 

17 

18 

20 

20 

20 

Dividend Payout (%) 

75.5 

69.8 

61.9 

56.3 

46.9 

Earnings Per Share (Rs.) 

23.2 

29.1 

36.5 

40.6 

48.6 

Market Value / Book Value 

10.0 

4.4 

8.6 

7.3 

8.8 


Notes: 

* OPBDIT = Operating Profit before Depreciation, Interest and Tax, 
** OPBT = PBT before Other income. 
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economic value added (EVA) statement 


WHAT IS EVA? 

Economic Value Added (EVA) measures thedifference between the 
return on a Company's capital and the cost of that capital, In 
business, the revenue earned from customers Is distributed 
amongst various stakeholders - suppliers for their goods and 
services provided, creditors for their capital lent and employees for 
their services rendered. Depreciation is charged to the revenue 
account since It signifies the use of assets, whereas taxes are paid to 
the government. The residual is accounting profit, which belongs to 
the shareholders. However, the equity capital provided by the 
shareholders also carries a cost since there Is a risk involved in 
putting money Into a business, Thus value Is created only when a 
business earns returns over the cost of all capital, i.e. including the 
cost of risk capital. This is precisely what EVA attempts to measure, A 
positive EVA indicates that value has been created for shareholders, 
whereas a negative EVA signifies value destruction. 


HOW IS EVA CALCULATED? 

EVA = Net Operating Profit after Taxes ( NOPAT) - Cost of Capital 
Employed (COCE) 

NOPAT = Profit after taxes but before interest cost. It signifies returns 
available to the lenders and shareholders 
COCE = Weighted Average Cost of Capital (WACC) (*) Average 
Capital Employed 

where WACC = Post tax cost of debt capital plus cost of equity 
capital. 

Weights have been taken at market value for equity capital and at 
book value for other capital. 

Cost of debt capital has been taken at actual basis , whereas the 
cost of equity capital has been calculated in the following manner: 
Cost of equity capital = Cost of risk free capital plus Beta*(Market 
risk Premium) 

where Beta measures the sensitivity of the return on a security to the 
return on a market portfolio. 


(Rupees in Crores) 


EVA Trend 

2001-02 

2002-03 

2003-04 

2004-05 

2005-06 

Avg. Capital Employed 

734 

893 

1154 

1504 

1945 

Avg. Debt/Avg. Capital (%) 

1.9 

_2.3 

2.2 

1.8 

1.3 

Avg. Equity/Avg. Capital (%) 

98.1 

97.7 

97.8 

98,2 

98.7 

Cost of Debt (% post-tax) 

1,1 

0.9 

0.7 

0.7 

1.0 

Cost of Equity 

Beta 

0.51 

0.53 

0,90 

1,01 

0.98 

Cost of Risk Free Debt (%) 

7.38 

6.24 

5.13 

6.67 

7.52 

Market Premium (%) 

10 

10 

10 

10 

10 

Cost of Equity (%) 

12.48 

11.54 

14.18 

16.74 

17.32 

EVA 

Profit after tax 

463 

581 

728 

810 

971 

Add: Interest* (1-tax rate) 

1 

1 

1 

1 

2 

NOPAT = PAT + Interest* (1-t) 

464 

582 

729 

811 

973 

Cost of Capital 

90 

101 

160 

247 

333 

EVA 

374 

481 

569 

564 

641 

Return on Capital Employed (%) 

63.2 

65.1 

63.2 

54.0 

50.0 

Weighted Average Cost of Capital (%) 

12.3 

11.3 

13.9 

16.5 

17.1 

EVA / Capital Employed (%) 

51.0 

53.8 

49.3 

37.5 

32.9 

Enterprise Value 

Market Capitalisation 

6670 

3758 

9797 

10943 

17781 

Add: Debt 

116 

134 

175 

202 

186 

Less: Financial Assets 

835 

1217 

1708 

2044 

2221 

EV (Enterprise Value) 

5951 

2675 

8264 

9101 

15746 

EV/Yr. End Capital Employed (Times) 

7.5 

2.7 

6.3 

5.4 

6.0 


46147 


www.reportjunction.com 









directors 


report 


On behalf of members of the Board, I take great pleasure in presenting our Report together with the Audited Statement of Accounts for the 
financial year ended March 31,2006. 


FINANCIAL RESULTS (Rupees in Crores) 



For the year ended 


March 31,2006 

March 31,2005 

Gross Sales 

10,086.16 

8,596.81 

Net Sales and other Income 

8,870.26 

7,558.55 

Profit before Finance Charges and Depreciation 

1,520.73 

1,305.54 

Less: Finance charges 

(6.13) 

(1.09) 

Depreciation 

114.62 

89.38 

Profit before tax (PBT) 

1,412.24 

1,217.25 

Less: Provision for tax 



- Current 

415.85 

395.22 

- Deferred 

17.88 

7.17 

11.56 

- Fringe Benefit Tax (FBT) 

Profit after tax (PAT) 

971.34 

810.47 

Add: Balance of profit brought forward 

808.10 

538.53 

Balance available for appropriation 

1,779.44 

1,349.00 

Appropriations 



Dividend 



- Proposed Final 

399.38 

399.38 

Corporate Dividend Tax 

56.01 

56.52 

Transfer to General Reserve 

100.00 

85.00 

Balance carried to Balance Sheet 

1,224.05 

808.10 

Dividend (%) 

1000 

1000 

Basic and Diluted Earnings Per Share (EPS)(Rs.) 

48.64 

40.59 
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BUSINESS PERFORMANCE 

Your Company sold 3 million units in the year under review; this is a 
world-wide first, The company maintained its market leadership 
position with a more than 40 per cent share in the two wheeler 
industry. Sales grew by an impressive 14.5 per cent from 2.62 million 
units in 2004-05 to 3 million units in 2005-06. This resulted in creating 
an overall customer base of 15 million. 

At the financial end, total income (net of excise duty) of the Company 
grew by 17 per cent from Rs. 7,559 crores in 2004-05 to Rs, 8,870 
crores in 2005-06. Pre-tax Profit (PBT) increased by 16 per cent from 
Rs, 1,217 crores in 2004-05 to Rs.1,412 crores in 2005-06 and Profit 
after Tax (PAT) grew by 20 percent from Rs.810 crores in 2004-05 to 
Rs,971 crores in 2005-06. 

During the year, your Company launched four new models targeting 
the basic/entry segment as well as the premium segment of the 
market: CD Deluxe (lOOcc), Super Splendor (125cc), Glamour 
(125cc) and Achiever (150cc). Each ojythese carried a long-term 
warranty, improved fuel efficiency and greater power delivery, Of the 
new products, CD Deluxe (lOOcc) and Super Splendor (125cc), 
contributed 36 percent |to| the total turnover, During the year, the 
Company entered the scooter market for the first time with the launch 
of "Pleasure," 

A more detailed discussion on the business performance and future 
outlook is provided in the chapter on Management Discussion and 
Analysis (MDA). 

DIVIDEND 

We believe that no manufacturing company in Corporate India has a 
better dividend payout record in recent years, especially in the last 
three years. We have recommended a Dividend of 1000 percent 
(Rs,20) per equity share of Rs.2 aggregating to Rs, 399.38 crores 
(exclusive of corporate dividend tax) for your approval for the financial 
year ended March 31,2006. The dividend, if approved, will be paid to 
the eligible members well within the stipulated period. 

Our dividend policy is in line with our strong belief that if funds are not 
required for capital investments, they should be optimally distributed 
to shareholders. 

TRANSFER TO GENERAL RESERVE 

A sum of Rs, 100 crores have been transferred to the General 
Reserve of the Company for the year in review. This reaffirms the 
inherent financial strength of your Company. 


MATERIAL CHANGES AND COMMITMENTS 

No material changes and commitments affecting the financial 
position of the Company have occurred between March 31, 2006 
and the date on which this report has been signed. 

BOARD OF DIRECTORS 

During the period under review, Mr, Satya Paul Virmani did not seek 
re-appointment at the 22 nd Annual General Meeting held on August 
23,2005 andthus retired from his office. 

Mr. Shinichi Nakayama resigned from directorship on May 30, 2005 
and Mr, Takao Eguchi was appointed as an Additional Director and 
Whole-time Director on June 1,2005. 

Mr. Koji Nakazono resigned from directorship on June 23,2005 and 
Mr, Motohide Sudo was appointed as Additional Director on the 
Board on June 23,2005. 

Mr. Sunil Bharti Mittal was inducted as an Additional Director on 
December 30,2005 to broadbase the Board of the Company. 

Mr, Miki Yamamoto, Joint Managing Director of the Company 
resigned from both the offices i.e. Director and Joint Managing 
Director on January 31, 2006. In his place, Mr. Toshiaki Nakagawa 
was appointed as an Additional Director and Joint Managing 
Director of the Company on February 1,2006. 

Mr. Tatsuhiro Oyama was appointed as Director in the Non- 
Executive Director category in the casual vacancy caused due to the 
resignation of Mr. Satoshi Toshida, who resigned on May 30,2006. 

Mr. Motohide Sudo also resigned from the Directorship on May 30, 
2006. Mr, Masahiro Takedagawa was appointed as an Additional 
Director in the Non- Executive Director category on May 30,2006. 

The Board place on record their sincere appreciation and gratitude 
for the work put in by the outgoing members, and wishes them a 
rewarding and satisfying career ahead. The Directors also welcome 
new members on the Board and wish them a successful and fruitful 
tenure with the Company 

At the ensuing Annual General Meeting Mr. Pradeep Dinodia, 
Gen. (Retd.) Ved Prakash Malik, Mr, Brijmohan Lall Munjal, 
Mr. Satyanand Munjal and Mr. Tatsuhiro Oyama will retire by rotation 
and, being eligible, offer themselves for re-appointment in terms of 
provisions of Articles of Association of the Company, The brief 
resume/details relating to Directors, who are to be appointed/ 
re-appointed has been furnished after the explanatory statement to 
the notice of the ensuing Annual General Meeting, 
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Your Directors recommend their re-appointment at the ensuing 
Annual General Meeting. 

DIRECTORS’RESPONSIBILITY STATEMENT 

To the best of their knowledge and belief and according to the 
information and explanations obtained by them, your Directors make 
the following statement in terms of Section 217(2AA) of the 
Companies Act, 1956: 

1. that in the preparation of the annual accounts for the year ended 
March 31, 2006, the applicable accounting standards have 
been followed; 

2. that appropriate accounting policies have been selected and 
applied consistently and judgements and estimates that are 
reasonable and prudent have been made so as to give a true 
and fair view of the state of affairs as at March 31,2006 and of the 
profit of the Company for the financial year ended March 31, 
2006; 

3. that proper and sufficient! care has been taken for the 
maintenance of adequate accounting records in accqrdance 
with the provisions of the Companies Act, 1956 for safeguarding 
the assets of the Company and for preventing and detecting 
fraud and other irregularities; 

4. that the annual accounts for the year ended March 31,2006 have 
been prepared on a going concern basis. 

MANAGEMENT DISCUSSION AND ANALYSIS REPORT 

A detailed chapter on 'Management Discussion and 
Analysis'(MDA), pursuant to Clause 49 of the Listing Agreement is 
annexed to the Annual Report and forms part of this report, 

CORPORATE GOVERNANCE 

At Hero Honda, it is our firm belief that the essence of Corporate 
Governance lies in the phrase 'Your Company'. It is 'Your' Company 
because it belongs to you - the shareholders. The Chairman and 
Directors are 'Your' fiduciaries and trustees. Their objective is to take 
the business forward in such a way that it maximises 'Your' long-term 
value. 

Your Company is committed to benchmark itself with global 
standards for providing sound Corporate Governance, and has put 
in place an effective corporate governance system—which ensures 
that the provisions of Clause 49 of the Listing Agreement are duly 
complied with. 


The Board has also evolved and adopted a Code of Conduct based 
on the principles of Good Corporate Governance and best 
management practices being followed globally. The Code is 
available on the website of the Company www.herohonda.com, A 
report on Corporate Governance along with the Auditors' Certificate 
on its compliance is annexed hereto as Annexure I. 

INTERNAL CONTROL SYSTEMS 

Hero Honda has a proper and adequate system of internal controls. 
This ensures that all assets are safeguarded and protected against 
loss from unauthorised use or disposition and that transactions are 
authorised, recorded and reported correctly. 

An extensive programme of internal audits and management 
reviews supplement the process of internal control. Properly 
documented policies, guidelines and procedures are laid down for 
this purpose, The internal control system has been designed to 
ensure that the financial and other records are reliable for preparing 
financial and other statements and for maintaining accountability of 
assets. 

The Company also has an Audit Committee comprising of four 
Independent, Non-executive and professionally qualified Directors, 
who interact with the Statutory Auditors, internal Auditors, Cost 
Auditors and Auditees in dealing with matters within its terms of 
reference. The Committee mainly deals with accounting matters, 
financial reporting and internal controls. During the year under review, 
the Committee met seven times. 

RATINGS 

The rating agency CRISIL has reaffirmed their rating granted to 
various programme /instruments of the Company The 'AAA' ('triple 
A') rating to Non-Convertible Debenture programme, indicating 
highest safety with regard to timely payment of interest and principal 
on the instrument, ’P1+" ('P one plus') rating for the Company's 
Commercial Paper programme, as well as the 'FAAA' ('F-Triple A') 
rating for its Fixed Deposit programme, have all been re-affirmed 
Both the latter ratings indicate that the degree of safety with regard to 
timely payment of interest and principal on the instruments is very 
strong. 

Another rating agency, ICRA has also granted 'LAAA' ('L triple A') 
rating to the Non-Convertible Debenture programme of the 
Company, 

FIXED DEPOSITS 

During the year under review, the Company has not accepted any 
deposit under Section 58A and 58AA of the Companies Act, 1956 
read with the Companies (Acceptance of Deposits) Rules, 1975. 
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AUDITORS 

M/s. A. F. Ferguson & Co., Chartered Accountants, New Delhi, 
Auditors of the Company will retire at the conclusion of the ensuing 
Annual General Meeting and being eligible, offer themselves for 
re-appointment. The Company has received a certificate from the 
auditors to the effect that their re-appointment, if made, would be In 
accordance with Section 224(1 B) of the Companies Act, 1956. The 
Board recommends their re-appointment, 

AUDITORS’REPORT 

The observations of Auditors in their report, read with the relevant 
notes to accounts are self explanatory and therefore do not require 
further explanation. 

COST AUDITORS 

The Board has re-appointed M/s. Ramanathan Iyer & Co., Cost 
Accountants, New Delhi, as the Cost Auditors of the Company under 
Section 233B of the Companies Act, 1956 for the financial year 2006- 
07 and necessary application from obtaining the requisite approval 
has been filed with the Government. The Cost Auditors' Report for 
2005-06 will be forwarded to the Central Government in pursuance of 
the provisions of the Companies Act, 1956. 

CONSERVATION OF ENERGY, TECHNOLOGY ABSORPTION, 
FOREIGN EXCHANGE EARNINGS AND OUTGO 

Information required under Section 217(1)(e) of the Companies Act, 
1956, read with Companies (Disclosure of Particulars in the Report of 
the Board of Directors) Rules, 1988 is given as per Annexure II and 
forms an integral part of this Report, 

LISTING 

The shares of your Company are presently listed on Bombay Stock 
Exchange Limited (BSE) and The National Stock Exchange of India 
Limited (NSE). The delisting application, was In-principle approved 
by the Delisting Committee of the Calcutta Stock Exchange 
Association Limited, the formal approval is awaited and is expected 
to be received shortly. 

PERSONNEL 

As on March 31, 2006 the total numbers of employees on the 
records of the Company were 4168, 

Your Directors place on record their appreciation for the significant 
contribution made by all the employees, who through their 
competence, hard work, solidarity, co-operation and support, have 
enabled the Company to cross new milestones on a continual basis. 


Industrial relations as always had remained cordial throughout the 
year. However during the current year there had been some trouble 
related with a group of contract workers, which was amicably settled 

A detailed note Is given in the chapter "Human Resource 
Management" of Management Discussion and Analysis, which 
forms part of this report, 

PARTICULARS OF EMPLOYEES 

A Statement showing Particulars of Employees as required under 
Section 217(2A) of the Companies Act, 1956 read with the 
Companies (Particulars of Employees) Rules, 1975 Is annexed as 
Annexure III and forms an integral part of this report, 

ACKNOWLEDGEMENT 

Caring for our business constituents has ensured our success in the 
past and will do so in the future. Your Directors acknowledge with 
sincere gratitude the co-operation and assistance extended by the 
Central Government, State Governments), Financial Institution®, 
Bank(s), Customers, Dealers, Vendors and Ancillary Undertakings, 
The Directors also placeon record their appreciation for the valuable 
assistance and guidance extended to the Company by Hero Cycles 
Ltd. and Honda Motor Co., Ltd., Japan and for the encouragement 
and assurance, which our collaborator has given for the growth and 
development of the Company. 

The Board, also takes this opportunity to express Its deep gratitude 
for the continued co-operation and support received from its valued 
shareholders. 

For and on behalf of the Board 



BRIJMOHAN LALL 
Chairman 


New Delhi 
July 11,2006 
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a n n e x u r e 


- i to directors' report 


CORPORATE GOVERNANCE REPORT 

Philosophy on ‘Code of Corporate Governance’ 

Hero Honda's philosophy of Corporate Governance stems from its 
belief that the Company's business strategy and plans should be 
consistent with the welfare of all its stakeholders, including 
shareholders. Good Corporate Governance practices enable a 
company to attract financial and human capital and leverage these 
resources to maximize long-term shareholder value, while 
preserving the interests of multiple stakeholders, Including society at 
large. 

Corporate Governance rests upon the four pillars of: transparency, 
full disclosure, independent monitoring and fairness to all, especially 
to minority shareholders. Hero Honda has always strived to promote 
good governance practices, which ensure that: 

~ A competent management team is at the helm of affairs; 

~ The Board is strong with an optimum combinatiori’of Executive 
and Non-Executive (including Independent) Directors, who 
represent the interest of all stakeholders; 

~ The Board effectively monitors the management's progress, 
takes all key corporate decisions and is effectively in control of 
the Company's affairs; 

~ The Board is concerned about the Company's shareholders; 
and 

~ The Management and Employees have a stable environment. 

We believe that the essence of Corporate Governance lies in the 
phrase "Your Company". It is "Your" Company because it belongs to 


you - the shareholders. The Chairman and Directors are "Your" 
fiduciaries and trustees. Their objective is to take the business 
forward to maximise "Your" long-term value. 

The Securities Exchange Board of India (SEBI) regulatory body for 
Capital Market, vide its circular dated March 29,2005, has extended 
the date for ensuring compliance with the revised Clause 49 of the 
Listing Agreement which was introduced by it vide SEBI Circular 
dated October 29, 2004 suggesting changes to the then existing 
Clause 49 and has mandated listed companies to comply with the 
revised Clause 49 by December 31,2005, In view of the above, this 
report complies with earlier Clause 49 for the transition period i.e. 
April 01, 2005 to December 31, 2005 and also with the revised 
Clause 49 for the period from January 01,2006 till March 31,2006. 

Hero Honda is committed to benchmark itself with the best 
standards of Corporate Governance, not only in form but also in 
spirit. This section, along with the section on 'Management 
Discussion and Analysis' and 'General Shareholders' Information' 
constitute Hero Honda's compliance with the revised Clause 49 of 
the Listing Agreement. 

BOARD OF DIRECTORS 

Composition of the Board 

As on March 31,2006, the Company's Board of Directors consisted 
of sixteen Directors, Four Directors, including the Chairman, are 
Executive; four are Non-Executive and eight are Non-Executive and 
Independent. As fifty per cent of the Board consists of Independent 
Directors, the composition of the Board is in consonance with the 
Clause 49. Details of the composition of the Board, number of 
meetings held during their tenure and attended by them etc,, are 
given in Table 1. 
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TABLE 1: DETAILS ABOUT COMPANY’S BOARD OF DIRECTORS / ATTENDANCE RECORD DURING FINANCIAL YEAR 2005-06 


Name of Director 

Number of Board 
Meetings held during 
his/her tenure and 
attended by him/her 

Attendance 
at last AGM 

Number of 
Committee 
member¬ 
ships held 
(including 
Chairman¬ 
ships) 

Number of 
Committee 
Chairman¬ 
ships held 

Number of 
outside 
Director¬ 
ships held 

Held 

Attended 


(excluding Private Companies, 

Foreign Companies and Section 25 
Companies) 

Executive Directors 







Mr, Brijmohan Lall Munjal 

6 

6 

Yes 

None 

None 

8 

Mr, Pawan Munjal 

6 

6 

Yes 

None 

None 

1 

Mr, Toshiaki Nakagawa 1 

None 

N.A. 

N.A. 

None 

None 

1 

Mr, Miki Yamamoto 2 

6 

6 

Yes 

None 

None 

1 

Mr, Takao Eguchi 3 

5 

5 

Yes 

None 

None 

1 








Mr. Shinichi Nakayama 

1 

1 

N.A. 

None 

None 

1 

Non-Executive Directors 







Mr, Satyanand Munjal 

6 

2 

No*' 

None 

None 

5 

Mr, Om Prakash Munjal 

6 

2 

Yes 

None 

None 

10 

Mr, Satoshi Toshida 

6 

None 

No 

None 

None 

None 

Mr. Motohide Sudo 6 

5 

None 

No 

None 

None 

None 

Mr. Koji Nakazono 6 

1 

None 

N.A, 

None 

None 

1 

Non-Executive and Independent Directors 







Mr, Satya Paul Virmani 7 

4 

4 

Yes 

2 

2 

1 

Mr, Narinder Nath Vohra 

6 

6 

Yes 

2 

1 

1 

Mr. Pradeep Dinodia 

6 

6 

Yes 

7 

4 

8 

Gen. (Retd.) Ved Prakash Malik 

6 

6 

Yes 

4 

None 

3 

Mr, Analjit Singh 

6 

2 

Yes 

None 

None 

11 

Dr. Pritam Singh 

6 

3 

Yes 

3 

None 

4 

Dr. Vijay Laxman Kelkar 

6 

3 

Yes 

2 

None 

8 

Ms, Shobhana Bhartia 

6 

3 

Yes 

1 

1 

14 

Mr. Sunil Bharti Mittal 8 

1 

None 

N.A, 

None 

None 

7 


Notes: 

1. Mr. Toshiaki Nakagawa has been appointed as an Additional Director and Joint Managing Directorw.e.f. February 1,2006. 

2. Mr. Miki Yamamoto has vacated his Directorship and Joint Managing Directorship w.e.f. January 31, 2006. 

3. Mr. Takao Eguchi was appointed as an Additional Director and Whoie-time Directorw.e.f. June 1,2005, 

4. Mr. Shinichi Nakayamahas resigned from his Directorship on May 30,2005. 

5. Mr, Motohide Sudo was appointed as an Additional Director on the Board w.e.f, June 23,2005, 

6. Mr. Koji Nakazono has resigned from his Directorship on June 23,2005. 

7. Mr, Satya Paul Virmani did not seek re-appointment at the 22nd Annual General Meeting held on August 23,2005 and has thus vacated the Directorship held by him. 

8. Mr. Sunil Bharti Mittal was appointed as an Additional Directoron the Board w.e.f. December30,2005. 
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Four Directors namely Mr. Brijmohan Lall Munjal (Executive Chairman 
in the whole-time employment of the Company), Mr. Pawan Munjal 
(Managing Director), Mr. Satyanand Munjal (Non-Executive Director) 
and Mr. Om Prakash Munjal (Non-Executive Director) belong to the 
promoter family of the Elero Group, which owns 26 per cent equity in 
the Company. Four Directors namely Mr. Toshiaki Nakagawa 
(Joint Managing Director), Mr, Takao Eguchi (Executive Director), 
Mr. Satoshi Toshida (Non-Executive Director) and Mr. Motohide Sudo 
(Non-Executive Director) are nominees of Elonda Motor Co., Ltd., 
Japan, which too, owns 26 per cent equity In the Company. Apart 
from these, the rest of the Board constitutes of Non-Executive and 
ndependent Directors. 

Board Meetings 

During 2005-06, the Board of Directors met 6 times on April 12,2005; 
July 5,2005; July 18,2005; August 22,2005; October 20,2005 and 
January 30,2006. 

The longest gap between any two Board Meetings was for a period 
of 3 months and 11 days. 

Directors’ Attendance Record and Directorships/ Committee 

Memberships 

Details are given In Table 1 

As per Clause 49 of the Listing Agreement entered into with the Stock 
Exchange(s), an Independent Director means a Non-Executive 
Director who: 

~ apart from receiving director's remuneration, does not have any 
other material pecuniary relationship or transactions with the 
Company, its promoters, its senior management its holding 
company, subsidiaries and associated companies; 

~ is not related to promoters or management at the board level or 
at one level below the board; 

~ has not been an executive of the company in the immediately 
preceding three financial years; 

~ is not a partner or an executive of the statutory audit firm or the 
internal audit firm that is associated with the company and has 
not been a partner or an executive of any such firm for the last 
three years and the legal firm(s) and consulting firm(s) that have a 
material association with the entity; 

~ is not a material supplier, service provider or customer of the 
company or a lessor or lessee of the company; 

~ is not a substantial shareholder of the company i.e. owing two 
percent or more of the block of voting shares. 

None of the Director on the Board holds the office of Director in more 
than 15 companies nor are they members In Committees of the 


Board in more than 10 Committees or Chairman of more than 5 
Committees. Further, there are no pecuniary relationships or 
transactions between the Independent Directors and the Company, 
except for the sitting fees drawn by the Independent Directors for 
attending the meetings of the Board and its Committee(s) thereof. 


Shareholding of Non-Executive Directors 


Name of the Director 

Category 

No. of shares held 

Mr. Om Prakash Munjal 

Non-Executive 

Director 

25,000 


Apart from the above, none of the Non-Executive (including 
Independent) Directors hold any shares (as own or on behalf of other 
person on beneficial basis) In the Company. 


Information Supplied to the Board 

Board members are given agenda papers along with necessary 
documents and information In advance of each meeting of the 
Board and Committee(s). In addition to the regular business items, 
the following items/informatlon are regularly placed before the Board 
to the extent applicable: 

~ Annual Operating plans and budgets, Capital Budgets and 
updates; 

~ Purchase and disposal of major fixed assets; 

~ Quarterly and half yearly results of the Company; 

~ Minutes of the Audit Committee and other Committee meetings; 

~ Information on recruitment and remuneration of senior officers 
just below the Board level including appointment or removal of 
CFO and Company Secretary; 

~ Any material defaults in financial obligations to and by the 
Company, or substantial non-payments for goods sold by the 
Company; 

~ Fatal or serious accidents, dangerous occurrences, any material 
effluent or pollution problems; 

~ Transactions that involve substantial payment towards goodwill, 
brand equity or intellectual property; 

~ Materially Important show cause, demand, prosecution and 
penalty notices; 

~ Details of Quarterly foreign exchange exposures and steps taken 
by the management to limit the risks of adverse exchange rate 
movement; 

~ Sale of material nature, of investments and assets, which are not 
In the normal course of business; 

~ Details of Joint Ventures and Agreements or variations thereof; 

~ Quarterly Statutory Compliance Report; 


annual report 2005-2006 1 WHonda 


www.reportjunction.com 





~ Directors' Overseas Travelling expenses; 

~ Non-compliance of any regulatory, statutory nature or listing 
requirements and shareholder's service such as non-payment 
of dividend, delay in share transfer etc.; 

~ Investments strategy/plan; 

~ Any Issue which involves possible public or product liability 
claims of substantial nature, including any judgement or order 
which may have passed strictures on the conduct of the 
Company or taken an adverse view regarding another enterprise 
that can have negative implications on the Company; and 

~ Significant labour problems and their proposed solutions, Also, 
any significant development in Human Resources/Industrial 
Relations front like signing of Wage Agreement, implementation 
of Voluntary Retirement Schemes etc. 

Code of Conduct 

We at Hero Honda have laid down a code of conduct for all Board 
members and senior management of the Company, The code of 
conduct is available on the website of the Company 
www.herohonda.cim. The code has been circulated to all the 
members of the Board and senior management and they have 
affirmed compliance with the code of conduct, A declaration signed 
by the Chief Executive Officer (CEO) to this effect is attached to the 
Annual Report, 

Risk Management 

We at Hero Honda have established an effective risk assessment 
and minimization procedures, which are reviewed by the Board 
periodically. There Is a structure in place to identify and mitigate 
various risks faced by the Company from time to time. At every 
meeting of the Board, the same is reviewed and new risks are 
Identified, and after their assessment their controls are designed, put 
in place with specific responsibility of the concerned person for its 
timely achievement. 

BOARD LEVEL COMMITTEES 

AUDIT COMMITTEE 

The genesis of Hero Honda's Audit Committee can be traced back 
to the Audit Sub-Committee, constituted in 1987. Since then It has 
been dealing with matters prescribed by the Board of Directors on a 
case-by-case basis. In general, the primary role/objective of the 
Audit Committee is to review the financial statements of the 
Company, strengthen internal controls & look Into all transactions 
having monitory implications on the functioning of the Company. The 
nomenclature, constitution and terms of reference of the Committee 
were revised on January 16, 2001 and an Audit Committee was set 
up as per the provisions of the Section 292A of the Companies Act, 


1956 and Clause 49 of the Listing Agreement of the Stock 
Exchange(s). 

As on March 31,2006, the Committee had four Non-Executive and 
Independent Directors in accordance with the prescribed 
guidelines. Mr. Pradeep Dinodia, a leading Chartered Accountant, is 
the Chairman of the Committee, The other members are Dr. Pritam 
Singh, Gen. (Retd.) Ved Prakash Malik and Mr. Narlnder Nath Vohra. 
Mr, Vohra was inducted as a member of the Committee with effect 
from July 5, 2005. The members of the Committee have adequate 
knowledge in the field of finance, accounting and law. The role and 
"terms of reference" of the Audit Committee Includes the following: 


~ Overseeing the Company's financial reporting process and 
disclosure of Its financial information to ensure that the financial 
statements are correct, sufficient and credible, 

~ Recommending the appointment, re-appointment, 
replacement and removal of the statutory auditor, fixation of audit 
fees and approving payments for any other services. 

~ Reviewing with the management the annual financial statements 
with primary focus on matters required to be included in the 
Directors 1 Responsibility Statement, changes, if any in 
accounting policies and practices and reasons thereof, 
compliance with accounting standards and guidelines of stock 
exchange(s), major accounting entries, qualifications in draft 
audit reports, related party transactions & the going concern 
assumption, 

~ Reviewing, with the management, the quarterly financial 
statements before submission to the board for approval. 

~ Compliance with Stock Exchange(s) and legal requirements 
concerning financial statements, 

~ Reviewing the adequacy of internal control systems and the 
internal audit function and reviewing the company's financial and 
risk management policies, 

~ Reviewing the findings of any internal investigations by the 
internal auditors Into matters where there is suspected fraud or 
irregularity or a failure of internal control system of a material 
nature and reporting the matter to the Board. 

~ Reviewing reports furnished by the internal auditors, discussion 
with internal auditors on any significant findings and ensuring 
suitable follow up thereon, 

~ Discussing with external auditors before the audit commences, 
of the nature and scope of audit. Also post audit discussion to 
ascertain any area of concern. 

~ Directors' overseas travelling expenses. 

~ Review of foreign exchange exposure. 

~ To look into the reasons for substantial defaults In the payments 
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to the depositors, debentureholders, shareholders (in the case 
of non-payment of declared dividends) and creditors 

The Sr, Vice President & CFO, internal auditors, statutory auditors and 
cost auditors attend the meetings of the Committee on the invitation 
of the Chairman. The Company Secretary acts as the Secretary of the 
Committee. 

During the year, 7 (seven) meetings of the Audit Committee were 
held on April 12, 2005; June 30, 2005; July 18, 2005; August 22, 
2005; October 20,2005; December 7,2005 and January 30,2006 in 
due compliance with the stipulated provisions. The attendance 
record of members of the Audit Committee is given in Table 2, 

TABLE 2: DETAILS OFTHE AUDIT COMMITTEE 
Name of the Position No. of No. of 


committee 

member 

held 

meetings 
held during 
his tenure 

meetings 

attended 

Mr. Pradeep Dinodia 

Chairman 

7 

7 

Gen. (Retd.) V.R Malik 

Member 

7 

6 

Dr. Pritam Singh 

Member 

7 

4 

Mr. N.N, Vohra* 

Member 

5 

„ 5 - | 

Note: 





* Mr. Narinder Nath Vohra was appointed as member of the Committee with effect from 
July5,2005. 

REMUNERATION COMMITTEE 

The Company had set up a Remuneration Committee on January 
16, 2001 to review and recommend the payment of annual salaries, 
commission, and finalise service agreements and other 
employment conditions of Executive Directors, The Committee 
takes into consideration the best remuneration practices being 
followed in the industry while fixing appropriate remuneration 
packages, 

TABLE 3: DETAILS OF THE REMUNERATION COMMITTEE 


Notes: 

* Mr. Satya Paul Virmani resigned from the Chairmanship and Membership with effect 
from August 23,2005, consequent upon his not seeking re-appointment as Director at 
the 22" Annual General Meeting. 

* * Elevated as Chairman from January6,2006. 

*** Mr Pradeep Dinodia was inducted as a member of the committee w.e.f. January 30, 
2006. 

All the members are Non-Executive and Independent Directors. 
Mr. Ham C. Kamboj, Company Secretary is the Secretary of the 
Committee, 

During 2005-06, the Committee met twice to consider the terms of 
appointment and remuneration of Mr. Takao Eguchi, Whole-time 
Director and Mr. Toshiaki Nakagawa, Joint Managing Director of the 
Company. The attendance record of members of the Remuneration 
Committee is given in Table 3, 

Remuneration Policy 

The remuneration paid to Executive Directors is recommended by 
the Remuneration Committee and approved by the Board of 
Directors, in the Board meeting, subject to the subsequent approval 
by the shareholders at the general meeting and such other 
authorities, as the case may be, 

At the Board meeting, only the Non-Executive Directors participate in 
approving the remuneration paid to the Executive Directors. The 
remuneration is fixed considering various factors such as 
qualification, experience, expertise, prevailing remuneration in the 
corporate world and the financial position of the Company, The 
remuneration structure comprises of Basic Salary, Commission, 
Perquisites and allowances, Contribution to provident fund and other 
funds. Besides these, a fixed commission @ 1 per cent of net profit 
computed in accordance with Section 198 of the Companies Act, 
1956, is paid as per the terms of appointment. The Non-Executive 
Directors do not draw any remuneration from the Company except 
sitting fees of Rs. 16,500 for each meeting of the Board, Audit 
Committee, Remuneration Committee and Shareholders' Grievance 
Committee attended by them. 


Name of the Position No. of No. of 


committee 

member 

held 

meetings 
held during 
his tenure 

meetings 

attended 

Mr. S.R Virmani* 

Chairman 

1 

1 

Gen, (Retd.) V.P Malik** 

Chairman 

2 

2 

Mr. N.N, Vohra 

Member 

2 

2 

Mr. Pradeep Dinodia*** 

Member 

None 

N.A. 


Remuneration Paid to Directors 

Table 4 and 5 gives details of remuneration paid to Directors. During 
2005-06, the Company did not advance any loans to any of its 
Directors. As of now, the Company does not have any Employee 
Stock Option Plan (ESOP). Further, no notice period and severance 
fee is applicable for the above-mentioned Executive Directors. 
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TABLE 4: REMUNERATION TO EXECUTIVE DIRECTORS 


Executive Directors* 

Salary** (Rs.) 

Commission Fixed*** (Rs.) 

Total (Rs.) 

Mr, Brijmohan Lall Munjal 

80,47,995 

14,77,75,000 

15,58,22,995 

Mr Pawan Munjal 

44,56,005 

14,77,75,000 

15,22,31,005 

Mr Toshiaki Nakagawa 

6,53,306 

2,46,29,167 

2,52,82,473 

Mr Takao Eguchi 

23,70,939 

12,31,45,833 

12,55,16,772 

Mr. Miki Yamamoto 

32,22,667 

12,31,45,833 

12,63,68,500 

Mr, Shinichi Nakayama 

5,28,950 

2,42,24,304 

2,47,53,254 

Mr, Akio Kazusa 

2,52,263 $ 


2,52,263 


Notes: 

* Service contract for all the above mentioned Executive Director is 5 years. 

** Salary includes Basic Salary, Perquisites and allowances. Contribution to provident and other funds. 

* * * Total Commission is calculated @ 1 % of the net profit calculated in accordance with Section 198 of the Companies Act, 1956. 
$ Being amount paid towards his returning expenses, 


TABLE 5: REMUNERATION TO NON-EXECUTIVE DIRECTORS 





Total (Rs.) 

Non-Executive Directors 

Sitting Fees (Rs.) 

Commission (Rs.) 

Mr, Om Prakash Munjal 

33,000 

Ni 


33,000 

Mr, Satyanand Munjal 

33,000 

Ni 


33,000 

Mr. Pradeep Dinodia^ 

■ 2,80,500 

Mil 

2,80,500 



Mr. Satya Paul Vlrmani 

1,15,500 

Ni 


1,15,500 

Mr Narinder Nath Vohra 

2,80,500 

Ni 


2,80,500 

Mr, Gen. (Retd.) Ved Prakash Malik 

2,31,000 

Ni 


2,31,000 

Mr, Analjit Singh 

33,000 

Ni 


33,000 

Dr. Pritam Singh 

1,15,500 

Ni 


1,15,500 

Ms, Shobhana Bhartia 

49,500 

Ni 


49,500 

Dr. Vijay Laxman Kelkar 

49,500 

Ni 


49,500 


No sitting fee was paid to Mr. Satoshi Toshida, Mr. Koji Nakazono, Mr. Motohide Sudo and Mr. Sunil Bharti Mittal as they did not attend any 
of the meetings of the Board held during their tenure in the financial year 2005-06. 
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SHAREHOLDERS’ GRIEVANCE COMMITTEE 

This Committee, constituted on January 16, 2001, specifically looks 
into redressal of shareholders' and Investors' grievances arising out 
of issues regarding share transfers, dividends, dematerlalisatlon and 
related matters, 

Mr, Ham C, Kamboj, Company Secretary, being the Compliance 
Officer Is the Secretary of the Committee. The Company has an 
efficient system of dealing with Investors' grievances. The Chairman 
and the Managing Director of the Company take personal interest in 
all matters of concern for investors, as and when necessary. The 
Company Secretary being the Compliance Officer carefully looks 
into each issue and reports the same to the Shareholders' Grievance 
Committee. The Committee met four times during the year under 
review. In these meetings, the status of all shareholders 1 complaints, 
requests etc. alongwith letters received from all statutory authorities 
were reviewed. 

During the year, four meetings of the Shareholders' Grievance 
Committee were held on April 12, 2005; July 18, 2005; October 20, 
2005 and January 30,2006, 

Details of shareholders complaints and their status are given in the 

section on "General Shareholder Information”. The attendance 
record of members of the Shareholders' Grievance Committee Is 
given in Table 6, 


TABLE 6: DETAILS OF THE SHAREHOLDERS' GRIEVANCE 
COMMITTEE 


Name of the 

committee 

member 

Position 

held 

No. of 
meetings 
held during 
his tenure 

No. of 

meetings 

attended 

Mr. S. P Virmani* 

Chairman 

2 

2 

Mr. Pradeep Dinodia 

Member 

4 

4 

Mr. N. N, Vohra** 

Chairman 

2 

2 

Dr. Pritam Singh*** 

Member 

Nil 

N.A. 


* Mr. Satya Paul Virmani resigned from the Chairmanship and Membership with effect 
from August 23, 2005, consequent upon his not seeking re-appointment as Director 
at the 22 1 * 1 Annual General Meeting, 

** Elevated as chairman on October 20, 2006. 

*** Inducted as member on Janaury 30, 2006. 

COMMITTEE OF DIRECTORS 

Apart from these Committees, the Company also has a Committee 
of Directors. As on March 31, 2006, the Committee comprised of 
Mr. Brijmohan Lall Munjal, Chairman; Mr, Pawan Munjal, Managing 
Director; Mr. Toshlaki Nakagawa, Joint Managing Director; Mr, Takao 


Eguchi, Director; Mr. Ravi Sud, Sr, Vice President & CFO and 
Mr. llamC. Kamboj, Company Secretary as members. 

Constituted in 1985, the Committee deals with matters relating to 
transfer, transmission and transposition of shares, issue of new 
share certificates, review of dematerialisation of shares, all matters 
relating to shares and all other matters as prescribed and delegated 
to the Committee by the Board from time to time. 

This Committee generally meets four times in a month. During the 
year under review 47 meetings of the Committee were held, 

DISCLOSURES 

Related Party Transactions 

The Company follows the following policy in disclosing the related 
party transactions to the Audit Committee: 

a) A statement in summary fo rm of transactions with related parties 
in the ordinary course of business is placed periodically before 
the Audit Committee. 

b) There are no material individual transactions with related parties, 
which are not in the normal course of business and which are not 
on an arm's length basis. 

Disclosures on materially significant related party transactions 
that may have potential conflict with the interests of the Company 
at large. 

There are no materially significant transactions made by the 
Company with Its promoters, Directors or management, or relatives 
etc. that may have potential conflict with the interests of the Company 
at large. 

Accounting Treatment in Preparation of Financial Statements 

The guidellnes/accounting standards laid down by The Institute of 
Chartered Accountants of India (ICAI) have been followed in 
preparation of the financial statements of the Company, 

Compliances by the Company 

There has neither been any non-compliance of any legal provision of 
applicable law, nor any penalty, stricture imposed by the stock 
exchanges or SEBI or any other authorities, on any matters related to 
capital market during the last three years. 

Insider Trading 

In compliance with the SEBI regulation on prevention of insider 
trading, the Company has instituted a comprehensive code of 
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conduct for its management, staff and relevant business associates 
The code lays down guidelines, which advises them on procedures 
to be followed and disclosures to be made, while dealing with shares 
of the Company and cautioning them on consequences of non- 
compliances, 

CEO & CFO CERTIFICATION 

Certificate from Mr. Pawan Munjal, Managing Director & CEO and 
Mr. Ravi Sud, Sr. Vice President & CFO in terms of clause 49(V) of the 
Listing Agreement with the Stock Exchanges for the year under 
review was placed before the Board of Directors of the Company In 
their meeting held on May 30,2006. A copy of the same certificate on 
financial statements, cash flow statement for the financial year under 
review and Code of Conduct is given alongwith the Annual Report. 

SHAREHOLDERS 

Appointment / Re-appointment of Directors 

Mr, Pradeep Dinodia, Gen. (Retd.) Ved Prakash Malik, Mr. Brijmohan 
Lall Munjal, Mr. Satyanand Munjal and Mr. Tatsuhiro Oyama Directors 
of the Company, retire by rotation at the ensuing Annual General 
Meeting (AGM) and being eligible, offer themselves for 
re-appointment. 

Further, since the last AGM, Mr Sunil Bhartl Mittal, Mr, Toshiaki 
Nakagawa and Mr. Masahiro Takedagawa were appointed as 
Additional Directors on the Board of the Company and have been 
proposed to be appointed as Direrctors by the shareholders at the 
ensuing AGM of the Company. 

The brief resume of the said Directors proposed to be appointed and 
re-appointed is given alongwith the Notice of the AGM being sent 
alongwith the Annual Report. 

MEANS OF COMMUNICATION 

The Company has regularly sent, both by post as well as by fax 
(within 15 minutes of closure of the meeting) the annual audited as 
well as quarterly un-audited results to both the Stock exchanges, 


BSE & NSE, after they are taken on record by the Board of Directors, 

The Company's half yearly results (period ended September 30, 
2005) and annual results (year ended March 31, 2006) have been 
published In English, Hindi and other regional language newspapers 
(viz. The Times of India, The Economic Times, Nav Bharat Times, 
Hindustan Times, Financial Express, Business Standard, Indian 
Express, Loksatta, Bombay Samachar, The Hindu, Deccan 
Chronicle, Anandabazar Patrika and The Telegraph), 

Results for the quarter ended June 30, 2005 and December 31, 
2005 have been published in English and Hindi newspapers (viz. 
The Economic Times, The Times of India, Hindustan Times, 
Business Standard and Nav Bharat Times). Further, the Company's 
quarterly, half yearly and annual results have also been sent to the 
individual shareholders of the Company. Results for each quarter, 
half year and annual results for the year ended March 31,2006 have 
been displayed on the Company's website www.herohonda.com. 
The website also displays official news releases and distribution 
schedule as required by Clause 35 of the Listing Agreement, 

Moreover, pursuant to Clause 51 of the Listing Agreement, financial 
information like annual and quarterly financial statements and 
shareholding pattern etc. are available on the SEBI website 
www.sebiedifar.nic.in. The Company Secretary being the 
Compliance Officer ensures the correctness and authenticity of the 
information filed in the said website. 

During the year ended March 31,2006, various presentations were 
made to analysts and Institutional investors. Further, the 
Management Discussion and Analysis (MDA) Report, throwing 
light on the operations, business performance, financial and other 
important aspects of the Company's functioning forms a part of this 
Annual Report. 
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GENERAL BODY MEETINGS 


Details of Extra-ordinary General Meeting (EGM) and Annual General Meeting (AGM) 

Location, date and time of general meetings held during the last three years and Ordinary and Special Resolutions passed thereat are given in 
Table 7. 

Pursuant to the provisions of Section 192A of the Companies Act, 1956, there was no matter as required to be dealt by the Company to be 
passed through postal ballot. 

TABLE 7: DETAILS OF AGM'S 


Year 

Location 

Date 

Time 

Summary of Resolutions Passed 

2004-05 

Air Force 

Auditorium, 

New Delhi 

August 23, 

2005 

10:00 a.m. 

Ordinary Resolutions 

• Appointment of Mr. Analjit Singh as Director 

• Appointment of Dr, Pritam Singh as Director 

• Appointment of Ms. Shobhana Bhartia as Director 

• Appointment of Dr, Vijay Laxman Kelkar as Director 





• Appointment of Mr. Miki Yamamoto as Director and 

Joint Managing Director 

• Appointment of Mr Takao Eguchi as Director and 
Whole-time Director 





• Appointment of Mr. Motohide Sudo as Director 

2003-04 

Air Force 

Auditorium, 

New Delhi 

August 17, 

2004 

11:00 a.m. 

Special Resolutions 

• Keeping of Registers/Returns/Documents at a place 
other than the Registered Office 

• Amendment in Articles of Association: 

Article 44, 96 and 106 (20) modified 

2002-03 

Air Force 

Auditorium, 

New Delhi 

August 1, 

2003 

10:00 a.m. 

Ordinary Resolutions 

• Appointment of Mr. Yukihiro Aoshima as Director 

• Appointment of Mr. Shinichi Nakayama as Director and 

Whole-time Director 

Special Resolutions 

• Delisting of Securities of the Company 

• Variation in terms of remuneration of Executive 

Directors 
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information 


general 


shareholder 


Annual General Meeting 

Date: 

Day: 

Time: 

Venue: 


September 14, 2006 
Thursday 
04:30 RM. 
Airforce Auditorium, 

Subroto Park, 
Dhaula Kuan, 
New Delhi 110010 


Financial Calendar 

Financial year: April 1 to March 31 

For the Year Ended March 31,2006, Results were announced on 

First quarter ended June 30, 2005 

Second quarter and half year ended September 30, 2005 

Third quarter ended December 31,2005 

Fourth quarter and year ended March 31, 2006 


Book Closure 

The dates of book closure are from Thursday, August 17, 2006 to 
Tuesday, August 22,2006 (both days inclusive), 

Dividend Payment 

The Board of Directors has recommended 1000 percent dividend 
for the financial year 2005-06. This is one of the highest dividend by 
any Company of this proportion in India, engaged in manufacturing 
activity, for a consecutive three years in a row. The dividend, if 
approved by shareholders at the ensuing AGM shall be paid to those 
shareholders whose names appear on the Register of Members as 
on Tuesday, August 22, 2006, In respect of shares held in electronic 
form, the dividend will be payable to the beneficial owners of the 
shares as on the closing hours of business on Wednesday, August 
16, 2006, as per the details furnished by the Depositories for this 
purpose. 

Listing on Stock Exchanges 

As on March 31,2006, the securities of the Company are listed on 
the following exchanges: 


July 18, 2005 
October 20, 2005 
January 30, 2006 
May 30, 2006 

July, 2006 (2 nd week) 
October, 2006 (2 nd week) 
January, 2007 (2 nd week) 
April'2007 (2 nd week) 

1. Bombay Stock Exchange Limited (BSE) based at Phiroz 
Jeejeebhoy Towers, 25 th Floor, Dalai Street, Mumbai - 400001 & 

2, The National Stock Exchange of India Limited (NSE) based at 
Exchange Plaza, Plot No. C/1, G Block, Bandra Kurla Complex, 
BandraEast, Mumbai-400051. 

Further, the Company had applied for delisting of its shares from The 
Calcutta Stock Exchange Association Limited (CSE) and complied 
with the procedural formalities for the same immediately after the 
approval received from the shareholders, but the final approval of the 
same is still awaited, However, the in-principal approval has been 
received after the grant of approval by the De-listing Committee of 
the CSE, 

Listing Fees 

Listing fees for the year 2006-07 has been paid to the stock 
exchanges, wherein the equity shares of the Company are listed (i.e. 
BSE & NSE) by the first week of April 2006 i.e. within the stipulated 
time. 


For the Year Ending March 31,2007, Results will be announced on: (Tentative and Subject to Change) 

First quarter ending Jun e 30, 2006 _Vi_ 

Second quarter and half year ending September 30, 2006 
Third quarter ending December 31,2006 
Fourth quarter and year ending March 31,2007 
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Stock Market Data 


Stock Codes 

The Company's stock codes at the primary exchanges are: 



Stock Code 

Reuters Code 

Bloomberg 

BSE 

500182 

HROH.BO 

HH IN 

NSE 

HEROHONDA 

HROH.NS 

NHHIN 


The Company's market capitalisation is included in the computation 
of the BSE-Sensex, BSE -100, BSE- 200, BSE- 500, S&P CNX Nifty 
and S&P CNX 500. Monthly high and low quotations as well as the 
volume of shares traded at the the National Stock Exchange of India 
Limited (NSE) and Bombay Stock Exchange Limited (BSE) is given 
in Table 1 


TABLE 1: SHARE PRICE DATA FOR 2005-06 (IN RS.) (SHARES OF RS. 2 PAID UP VALUE) 


National Stock Exchange of India Limited, Mumbai (NSE) 


Month 

Total 

Volume 

High 

Date 

Volume on 
that date 

Low 

Date 

Volume on 
that date 


Quantity 

(In Rs.) 


Quantity 

(In Rs.) 


Quantity 

April '05 

4455876 

559.90 

01 -Apr-05 

343571 

471.00 

11-Apr-05 

98524 

May '05 

5659790 

600.00 

26-May-05 

1166436 

499.10 

02-May-05 

266662 

June '05 

7851094 

608.00 

24-Jun-05 

1594253 

536.00 

14-Jun-05 

128244 









July '05 

6682090 

657.50 

18-Jul-05 

547580 

553,00 

26-Jul-05 

395065 

Aug '05 

4241126 

702,00 

12-Aug-05 

480634 

600,00 

09-Aug-05 

91948 

September 05 

7148551 

754.85 

*29-Sep-05 

953631 

626.65 

lD5-Sep-05 

377853 

October 05 

8013180 

840.00 

27-Oct-05 

662914 

656.55 

21-Oct-05 

425142 

November '05 

7052451 

871.00 

28-Nov-05 

369971 

700.00 

01-Nov-05 

66555 

December '05 

6293001 

892.30 

27-Dec-05 

127146 

793.15 

05-Dec-05 

312804 

January '06 

6235345 

882.30 

09-Jan-06 

283808 

820.15 

18-Jan-06 

239472 

February '06 

6262548 

940.00 

13-Feb-06 

202888 

836.60 

03-Feb-06 

164081 

March '06 

7903461 

939.80 

21-Mar-06 

521467 

819.10 

14-Mar-06 

151679 


COMPANY’S SHARE PRICE MOVEMENT VIS A VIS NIFTY 


HHML'S SHARE PRICE (Monthly High) Vs Nifty 



2005-06 
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Bombay Stock Exchange Limited, Mumbai (BSE) 


Month 

Total 

Volume 

High 

Date 

Volume on 
that date 

Low 

Date 

Volume on 
that date 


Quantity 

(In Rs.) 


Quantity 

(In Rs.) 


Quantity 

April '05 

1339633 

555.00 

01-Apr-05 

155932 

480.10 

20-Apr-05 

159586 

May '05 

2226811 

598.00 

26-May-05 

254489 

500.05 

02-May-05 

83294 

June '05 

3416834 

609.00 

24-Jun-05 

488792 

537.00 

14-Jun-05 

27158 

July '05 

2571301 

658.50 

18-Jul-05 

347725 

569.00 

06-Jul-05 

101693 

August '05 

1488508 

705.00 

22-Aug-05 

33240 

600.00 

09-Aug-05 

22845 

September '05 

2991352 

753.00 

29-Sep-05 

129565 

652.00 

01-Sep-05 

57828 

October '05 

3080680 

770.00 

04-0ct-05 

218016 

666.30 

19-Qct-05 

149322 

November '05 

2775266 

870.00 

28-Nov-05 

102347 

690.00 

01-Nov-05 

32019 

December '05 

2165040 

880.00 

14-Dec-05 

152046 

791.00 

05-Dec-05 

111870 

January '06 

2678154 

887.00 

30-Jan-06 

210109 

824.50 

18-Jan-06 

67970 

February '06 

1919788 

935.00 

17-Feb-06 

231664 

842.00 

03-Feb-06 

56810 
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COMPANY’S SHARE PRICE MOVEMENT VIS A VIS SENSEX 


HHML'S SHARE PRICE (Monthly High) Vs SENSEX 



2005-06 
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Distribution of Shareholding by Size 

Table 2 lists the distribution of Shareholding by number of shares held and Shareholding Pattern in percentage (pursuant to clause 35 of 
the listing agreement) as on March 31,2006, 


TABLE 2: 


No. of shares held (Rs. 2 paid up) 

Folios 

Shares of Rs. 2 paid up 


Numbers 

% 

Numbers 

% 

Upto 500 

31888 

66.67 

2537976 

1.27 

501 -1000 

4517 

9,44 

1769851 

0.89 

1001 -5000 

10488 

21,92 

9377436 

4.70 

5001 -10000 

430 

0.90 

1485601 

0.74 

10001-50000 

261 

0.55 

2660950 

1.33 

50001 and above 

250 

0.52 

181855686 

91.07 

Total 

47834 

100 

199687500 

100 


Shareholding Pattern 



Categories 

No. of share held 

Percentage of 
shareholding 

A 

Promoters' holding 



1 

Promoters 




- Indian Promoters 

51918710 

26.00 


- Foreign Promoters 

51918750 

26.00 

2 

Persons acting in concert 

5892970 

2.96 

A 

Sub-Total 

109730430 

54.96 

B 

Non-promoters holding 



3 

Institutional Investors 



a. 

Mutual Funds and UTI 

6619479 

3.31 

b. 

Banks, Financial Institutions, Insurance Companies (Central/State 

Government Institutions/Non-Government Institutions) 

9545051 

4.78 

c. 

Fils 

53775293 

26.93 

B 

Sub-total 

69939823 

35.02 

C 

Others 



a, 

Pvt, Corporate Bodies 

1066100 

0.53 

b. 

Indian Public 

18711381 

9.37 

c. 

NRIs/OCBs 

215176 

0.11 

d. 

Any other (Foreign Banks) 

24590 

0.01 

C 

Sub-total 

20017247 

10.02 

B+C 

Sub-total 

89945570 

45.04 


Grand Total 

199687500 

100.00 
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Dematerialisation of Shares and Liquidity 

The shares of the Company are traded in compulsory demat 
segment. 

As on March 31,2006,41.68 per cent of the total share capital, which 
forms 86.84 per cent of the non-promoters' holding, is held in 
dematerialised form with National Securities Depository Limited 
(NSDL) and Central Depository Services Limited (CDSL). During the 
year under review, share certificates involving 1254717 shares of Rs, 
2 each, were dematerialised by the shareholders. These represent 
0.63 percent of the total share capital of the Company. The joint 
venture partners hold 52 per cent of the total share capital, which is in 
physical form. 

Outstanding GDR’S/ADR’S/Warrants or any Convertible 
Instruments Conversion Date and Likely Impact on Equity 

NotApplicable 

Details of Public Funding Obtained in the Last Three Years 

The Company has not obtained arw public funding in the last three 
years. 

Registrar&Transfer Agents 

All work related to Share Registry, both in physical form and 
electronic form, is handled by the Company's Registrar and Transfer 
Agents: 

MCS Limited 

Sri Venkatesh Bhawan 

W-40, Okhla Industrial Area, Phase II, New Delhi 110 020 
Phones: 011 -41406149-52; Fax:011 -41709881 
e-mail: mcsdel@vsnl.com 


Share Transfer System 

The Share Transfers (pertaining to shares in physical mode) are 
approved by the Committee of Directors which meets regularly on a 
weekly/fortnightly basis. The total number of shares transferred 
during the financial year 2005-06 were 120960, which were 
completed in the prescribed period. Shares under objection were 
returned within two weeks time. 

Confirmations in respect of the requests for dematerialisation of 
shares are being sent to the respective depositories i.e, NSDL & 
CDSL expeditiously, 

Investors' Services 

The Company has Board Level Committees dealing with investor 
issues, which have been discussed in detail earlier. Table 3 lists the 
complaints/requests/reminders received and redressed during 
2005-06. During the financial year, the Company has attended to 
most of the investors' grievances/correspondence within a period of 
10-15 days from the date of receipt of the same. 


TABLE 3: COMPLAINTS/REQUESTS/REMINDERS RECEIVED AND REDRESSED DURING 2005-06 


SI. No. 

Nature of Complaints/Requests 

Received 

Cleared 

Pending 

1. 

Non receipt of shares sent for transfer 

202 

196 

6 

2, 

Request for issue of duplicate shares 

265 

262 

3 

3, 

Non receipt of dividend warrant 

214 

211 

3 

4. 

Change of address 

451 

446 

5 

5. 

Mandate cases/bank description 

100 

100 

0 

6. 

Miscellaneous (Shares) 

1943 

1916 

27 


Complaints/Requests which were pending as on March 31,2006 with respect to the above were cleared within the next 15 days. 


64 65 


www.reportjunction.com 








Company’s Registered Address 

34, Community Centre, 

Basant Lok, Vasant Vihap 
New Delhi 110 057 
Tel: 011-2614 2451,2614 4121 
Fax: 011-2615 3913 
Website: www.herohonda.com 

Plant Locations 
Gurgaon Plant 

37 K.M. Stone, Delhi-Jaipur Highway, 
Sector 33, Gurgaon, 

Haryana 122 001 

Tel: 0124-2372 123-134 

Fax: 0124-2373 141-142 

Dharuhera Plant 

69 K. M. Stone, Delhi-Jaipur Highway 
Dharuhera, Distt. Rewari, 

Haryana 122 100 
Tel: 01274-267 011-15 
Fax: 01274-267 025 


NON-MANDATORY REQUIREMENTS 

The Company has not adopted the non-mandatory requirements as 
specified in Annexure - 3 of the Listing Agreement to the extent 
applicable except clause (b) relating to Remuneration Committee. 

Investors’ Correspondence may be addressed to 

Mr. Ham C. Kamboj, G. M.Legal & Company Secretary, 

e-mail: ickamboj@herohonda.com or 

to the Registrar and Transfer Agents i.e. MCS Limited. 

Queries Relating to the Financial Statements of the Company 
may be addressed to 

Mr. Ravi Sud, Sr. Vice President & CFO, 
e-mail: ravisud@herohonda.com 


For and on behalf of the Board 



t 

BRIJMOHAN LALL 


Chairman 

New Delhi 
July 11,2006 
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certificate 


TO THE MEMBERS OF HERO HONDA MOTORS LIMITED 

We have examined the compliance of conditions of Corporate Governance By Hero 
Honda Motors Limited for the year ended March 31,2006, as stipulated in clause 49 of the 
Listing Agreement of the said Company with stock exchange(s), 

The compliance of conditions of Corporate Governance is the responsibility of the 
management. Our examination was limited to procedures and implementation thereof, 
adopted by the Company for ensuring the compliance of the conditions of Corporate 
Governance. It is neither an audit nor an expression of opinion on the financial statements 
of the Company. 

In our opinion and to the best of our information and according to the explanations given 
to us, we certify that the Company has complied with the conditions of Corporate 
Governance as stipulated in the above mentioned Listing Agreement, 

We further stafe'flnat such compliance is neitheranassurance as tothe future viability of 
the Company nor the efficiency or effectiveness with which the management has 
conducted the affairs of the Company. 

For A ,F. FERGUSON & CO. 

Chartered Accountants 


A. K. MAHINDRA 
Partner 

(Membership No. 10296) 

New Delhi 
July 11, 2006 
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certificate of CEO & CFO 


CERTIFICATION BY CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER OF 
THE COMPANY 

We, Pawan Munjal, Managing Director and Chief Executive Officer (CEO) and Ravi Sud, Sr, Vice 
President and Chief Financial Officer (CFO) of Hero Honda Motors Limited, to the best of our 
knowledge and belief certify that: 

1. We have reviewed the Balance Sheet and Profit and Loss Account of the Company for the year 
ended March, 31, 2006 and all its schedule and notes on accounts, as well as the Cash Flow 
Statement. 

2. To the best of our knowledge and information: 

a. these statements do not contain any materially untrue statement or omit to state a material 
fact or contains statement that might be misleading; 

b. these statements together present a true and fair view of the Company's affairs and are in 
compliance with existing accounting standards, applicable laws and regulations. 

3. We alsclcertify, that based on our knowledge and the information provided to us, there are no 
transactions entered into by the Company, which are fraudulent, illegal or violate the 
company's code of conduct. 

4. We are responsible for establishing and maintaining internal controls and procedures for the 
Company, and we have evaluated the effectiveness of the Company's internal controls and 
procedures. 

5. We have disclosed, based on our most recent evaluation, wherever applicable, to the 
company's auditors and the audit committee of the Company's Board of Directors: 

a. Significant changes in internal control during the year; 

b. Any fraud, which we have become aware of and that involves Management or other 
employees who have a significant role in the Company's internal control systems; 

c. Significant changes in accounting policies during theyear. 

6. We further declare that all board members and senior management have affirmed compliance 
with the code of conduct for the year 2005-06. 






New Delhi, 
May 30, 2006 


PAWAN MUNJAL 
Managing Director & 
CEO 


RAVI SUD 

Sr. Vice President & 

CFO 
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a n n e x u r e 


ii to directors 


report 


Information Under Section 217(1)(e) of the Companies Act, 1956 
read with Companies (Disclosure of Particulars in the Report of 
Board of Directors) Rules, 1988 and forming part of the Directors' 
Report for the year ended March 31,2006; 

I. CONSERVATION OF ENERGY 

a) Techno-economic viability of a few energy saving proposals 
are being carried out and a few proposals have been already 
implemented. 

a) Energy conservation measures taken and their impact. 

Power consumption has been reduced in the following ways: 

~ The Impeller & Oil skimmers of the centralized coolant 
system have been modified 

~ Furnace Heaters are now controlled through PID & Thyristors 

~ Rewinded motors have been replaced by energy efficient 
motors 

~ The air distribution system has been modified. It is now 
possible to stop air distribution to non functional areas 

~ A separate air line header has been installed at the new 
engine plant, this ensures low pressure cleaning 

~ Double tube lights have been replaced with single lights that 
have effective reflectors 

~ Air booster have been provided in the EMA 50 KW machine 
to remove Port Com 

~ Additional natural ventilators have been installed on the roof 
in selected areas 

~ Acentralized waterdistribution system has been installed 

Power generation costs have been reduced with additional 
installation of HPS DG Sets. 

Fuel consumption has been reduced with use of Boiler Blow¬ 
downs to heat boiler feed water. 


Wastage has been controlled with the re-use of sludge 
generated from HPS, FO & used lubricating oil. 

b) Additional Investments and Proposals being implemented for 
reduction of consumption of energy 

~ Installing up of new natural ventilators on roof 

~ Energy efficient lighting & motors for FDV 

~ VFD installation for high powered motors & compressors 

~ Installation of 7500 cfm Refrigerant Dryers 

~ Installation of temperature controller in cooling towers 

~ Installation of heat recovery system for DG sets 

To reduce power generation costs, there is a plan to install more HPS 
DG sets. A vapour absorption chiller machine is also being installed 
to ensure better heat recovery for the DG sets. 

Note: The additional investment cannot be precisely ascertained, 
and is part of the Repairs and Maintainence; consumables 
expenditure and investments in fixed assets. 

c) Impact of measures at a) and b) for reduction of energy 
consumption and consequent impact on the cost of 
production of goods. 

It is difficult to quantify the impact of individual projects on the Cost 
of production of goods. However the electricity consumption at 
Dharuhera plant has shown reduction from 29.51 KWHA/ehicle in 
2003-04 to 27,22 KWHA/ehicle 2005-06 and consumption at 
Gurgaon plant reduced from 32.32 KWH/Vehicle in 2003-04 to 31.40 
KWH/Vehicle 2005-06 respectively. 

A study of "Energy consumption" has shown decreasing trend 
during couple of years despite increase in loads, resuiting clearly 
due to the above mentioned initiatives taken recently as well as in the 
past. 
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FORM-A 

Form for Disclosure of Particulars with respect to Conservation of Energy, total energy consumption and energy consumption per unit of production. 


For Dharuhera Plant 

Current Year 

Previous Year 

A. Power and fuel consumption 

Product Unit (Motorcycle) 

1351502 

1296174 

1. Electricity 
a) Purchased 

Units (KWH) 

9430853 

8087423 

Total Amount (Rs.) 

36,770,256 

31,565,932 

Rate/unit (Rs.) 

3.90 

3.90 

b) Own generation 

Through diesel generator unit 

Self (KWH) 

27333195 

27677880 

Hired (KWH) 

Nil 

Nil 

Unit per Ltr. of Diesel Oil (Cost/unit) 

Self (KWH/Ltr.) 

4.02 

4,03 

Hired (KWH/Ltr.) 

Nil 

Nil 

2. ‘Furnace Oil, LDO, HPS etc 

Quantity (K.Ltrs) 

1398.473 

1201.494 

Total Amount (Rs.) A 

2,33,38,880 

1,54,78,469 

Average Rate/Ltr. (Rs.) 

16.69 

12,88 

B. Consumption per unit of production 

1. Electricity (KWH/Moforcycle) 

27.20 

27.59 

2. Furnace Oil, LDO, HPS etc. (Ltr./Motorcycle) 

1.03 

0.93 

‘used for the purpose of Boiler used for production of motorcycle. 

For Gurgaon Plant 

A. Power and fuel consumption per unit of production 

Product Unit (Motorcycle) 

1654984 

1328856 

1. Electricity 

a) Purchased Unit (KWH) 

Nil 

Nil 

Total Amount (Rs.) 

Nil 

Nil 

Rate/unit (Rs.) 

Nil 

Nil 

b) Own generation 

Through diesel generator unit 

Self (KWH) 

52050277 

42119465 

Hired (KWH) 

Nil 

Nil 

Unit per Ltr.of Diesel Oil Cost/Unit 

Self (KWH/Ltr.) 

3.94 

4,01 

Hired (KWH/Ltr.) 

Nil 

Nil 

2. “Furnace Oil, LDO, HPS etc. 

Quantity (K.Ltrs) 

869.424 

814.586 

Total Amount (Rs.) 

2,13,57,659 

1,40,70,433 

Average Rate/Ltr, (Rs.) 

24.57 

17.27 

B. Consumption per unit of production 

1. Electricity (KWH/Motorcycle) 

31.45 

31,70 

2. Furnace Oil, LDO, HPS etc. (Ltr./Motorcycle) 

0.53 

0.61 

"used for the purpose of Hot water generator used for production of motorcycle. 
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II. PARTICULARS AS PER FORM B 

(A) Research & Development (R&D) 

1. Specific areas in which R&D carried out by the 
Company 

~ New Model Technology Absorption 

~ Indigenisatlon of CKD Parts 

~ Multi Source Approval 

~ Meeting Legislative Norms 

~ Active Participation in deciding the needs of future 
Automobile Norms in India 

2. Benefits derived as a result of the above R&D activities 

~ Glamour (125 cc - 4 Stroke), Achiever (150 cc - 4 Stroke), 
Pleasure (100 cc - 4 Stroke - Scooter) and Super Splendor 
MMC were launched 

~ Non Asbestos implementation on Passion 

~ Multi source Components have been added for the 
existing models 

~ New sources added for existing models 

~ During the year under review 6 more Items have been 
localised 

~ Compliance made to the following Regulations: 

AIS 010 : Performance of Lighting & Signalling 

Devices : Headlamps with Plastic 
Lens. 

AIS 044 (Part-3) : Tyres (Component) 

AIS 050 & AIS 051 : Tyres (Installation) 

AIS 057 : Reflex Reflector 

IS: 14664:1999 : Braking Performance 

AIS 053 : Vehicles Classification (Types & 

Terminology) 

3. Future Plan of Action 

~ Launching of new Models In the current financial year 

~ Indigenisatlon plan has been laid out for more parts 

~ Participation at different Forums for formation of 2-W 
Regulations in India, 


~ Compliance Plan for Future Regulations Involving various 
parts :- 

Safety Control Cables, VIN / Statutory Inscription, TA & COP for 
Safety Critical Components, Wheel Rims, Electromagnetic 
Compatibility, Brakes(ECER78), Control symbols and 
Telltales (next revision), Speedometer Calibration (ECE R39), 
Component Marking and Anti Theft Devices . 


4. Expenditure on R&D 

(Rupees in Crores) 



Year Ended 

Year Ended 


March 31, 

March 31, 


2006 

2005 

1) Capital 

10.71 

3.40 

iij Recurring 

14.68 

13,05 

iii) Total R&D expenditure as a 
percentage of sales (as per 
P&Ta/c) 

0.29% 

0.22% 


(B) Technology Absorption, Adaptation and Innovation 

Certain more parts which were till date being imported have been 
developed in India. With the'Multlple source development, supply 
capacities of bought out parts have been increased to meet the 
increased volume of production. 

III. FOREIGN EXCHANGE EARNINGS AND OUTGO 

(A) EXPORT ACTIVITIES / INITIATIVES TO INCREASE 
EXPORTS / DEVELOPMENT OF NEW EXPORT MARKETS / 
EXPORT PLANS 

Export 2005-06 

During the year under review, the Company achieved the export plan 
with 92,667 bikes registering a growth of 45% over 2004-05, The 
motorcycles exported Including Nepal surpassed the land mark of 
100,000. Your Company was awarded with "CERTIFICATE OF 
EXPORT EXCELLENCE" by Engineering Export Promotion Council 
for outstanding performance during the previous year. Company's 
new launches viz. Glamour, Super Splendor and CD Delux were well 
received in Srilanka, Bangladesh and Nepal; thereby contributing 
significantly to the growth in business. CD Dawn has carved niche for 
Itself as the most popular and largest selling bike in Colombia. 
During the year, a new market Burundi was added to the list of 
exporting countries through supplies against Government tenders. 
Further the existing multibrand non exclusive dealerships in 
Bangladesh and Srilanka were converted into Exclusive dealerships. 


70 71 


www.reportjunction.com 






Export Plan for 2006-07 

Your Company continuously striving for further growth in Business in 
existing export market. Further regular initiatives are being taken to 
explore new markets and launch of new models on regular basis. To 
further strengthen the brand in International arena, Scooter shall be 
added to the existing export portfolio. The introduction of new 
models shall certainly help in this endeavour to tap new markets and 
potential. 

(B) EARNINGS & OUTGO 

Foreign exchange earnings during the period under report was Rs. 
253,61 crores, compared toRs. 181.70croresin the previous year a 
growth of 40%. 


Foreign exchange outgo on account of Royalty, Technical Guidance 
Fee, Technical Know-how fee, Export Commission, Travel and other 
accounts, Advertisement and Publicity was pegged at Rs. 299.33 
crores, compared to Rs. 209.21 crores In the previousyear. 

There was also a dividend outgo of Rs. 103.84 crores, compared to 
Rs.51.92 crores in the previous year. 

There was an outgo of was Rs. 280.19 crores on account of import of 
components, spare parts, raw materials and capital goods. In the 
previous year, the outgo was higher at Rs. 341.28 crores. 
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INFORMATION AS PER SECTION 217(2A) OF THE COMPANIES ACT, 1956, READ WITH THE COMPANIES (PARTICULARS OF 
EMPLOYEES) RULES, 1975 FORMING PART OF THE DIRECTORS' REPORT FOR THE PERIOD ENDED MARCH 31,2006. 
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All appointments are/were on contractual basis. 














frequently asked question 


Q: Tell us something about the financials of the company. 

A: The total sales (net of excise duty) during the financial year 2005- 
06 increased 17.4% to a record high of Rs.8714 crores from 
Rs.7422 crores during 2004-05. The increase resulted primarily 
from highest ever sales of 3,000,751 units compared to 
2,621,400 units. 

The Profit before tax (PBT) for 2005-06 was recorded at Rs.1412 
crores as compared to Rs.1217 crores in 2004-05. While, profit 
after tax (PAT) grew by 19,8% from Rs.810 crores in 2004-05 to 
Rs.971 crores in 2005-06 

Return on average capital employed (ROACE), measured as a 
ratio of PBIT to average capital employed during the year, was at 
72.3% reflecting the consistent performance by the Company. 
The Company continues to operate on negative working capital 
for last several years 

Piero Honda continues to retain the coveted position of a debt 
free company for last® years. The unsepured loan of Rs.1 86 
Crores from the state government of Haryana on account of 
sales tax deferment, is interest free and has no holding costs. 
Net interest payment by the Company has been negative during 
the last few years. 

Q: What is your outlook on the two wheeler industry? 

A: The outlook for two wheelers and motorcycles in particular 
remains positive on the back of healthy GDP growth and the 
rising income levels coupled with availability of easy finance. 
Two wheeler penetration levels in the country are still low and 
there exists tremendous potential for the two wheelers. 
Motorcycles now constitute around 82% of the total two wheelers 
sold, we expect the two wheelers industry to grow in the range of 
12—15% p.a. with motorcycle segment growing at a slightly 
higher rate 

Q: What is the target for FY 06-07 in terms of sales for the 
company? What are the new product offerings planned for the 
year? 

A: Hero Honda crossed a unit sales threshold of 3 million units in the 
FY 2005-06, which is a worldwide first. This helped the Company 
achieve the distinction of having a 15 million strong customer 
base since its inception. The Company maintained its market 
leadership position with a healthy 40% share in the two wheeler 
industry. During FY 2006-07, the company plans to achieve 
double digit growth rate In sales for the year. 


s ( F A Q s ) 


The company plans to launch eight new models and variants 
during the year 2006-07 to further strengthen its product portfolio 
across segments. In line with its lineage of introducing the 
world's best technologies to India, we have launched India's first 
motorcycle with Fuel Injection (FI) technology in June 2006, with 
the launch of 125cc Glamour FI 

Year 2005-06, saw the entry of Hero Honda into the scooter 
segment with lOOcc Pleasure, targeted primarily at women in 
January, 2006. Pleasure has been received very well by the 
market and is expected to revitalize the scooter market in India, 
and enhance the share of scooters amongst overall 
two wheelers, 

Q: With the hardening of interest rates, would the demand for 
motorcycles be affected? 

A: True, availability of cheap finance was one of the catalyst driving 
the demand for two wheelers. However, the penetration of 
organized retail finance in India is still low. We perceive that on 
account of rising interest rates any decline in demand for retail 
finance would be compensated by higher penetration levels. 
Further, the company Has tie-ups with various preferred financers 
to enable its customers to get finance at attractive terms, 

Q: Would the introduction of small cars affect the demand for 
motorcycles? 

A: In India, a two wheeler continues to be a preferred mode of 
commuting on account of lack of proper public transport system 
and poor road conditions. Car primarily is perceived a family 
vehicle and the initial cost differential between the car and a 
two wheeler is very high and further the running cost of a car is 
manifold as compared with the cost of driving a two wheeler. 
Therefore, it seems unlikely that future launches of small cars in 
India would affect the demand of two wheelers. 

Q: What is the company strategy on exploring new markets for 
exports? 

A: The penetration level of two wheelers in India is still very low and it 
is perceived that domestic demand would continue to be robust 
in the foreseeable future. Therefore, the company would focus 
primarily on fulfillment of domestic demand and focus on key 
export markets as well. 
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Q: What is the planned capex over the next one-two years and is 
company planning to expand capacities. If yes, what would 
be the preferred mode of funding the same? 

A: To address the growing demand for its product, the Company 
continues its capacity expansion initiatives to take the total 
capacity to 3.9 million units. Expansion of 450,000 units at 
Gurgaon Plant is already completed. Expansion of additional 
450,000 units is underway at Dharuhera Plant, which would be 
operational by August / September 2006. 

The company intends to commission a new plant within 1 year 
and the initial investment is likely to be around Rs,320 crores with 
a production capacity of 500,000 units which would be funded 
through internal accruals. 

Q: Hero Honda continues to generate free cash flows. In the 
past, the management has been paying out a large extent of 
this cash generation to shareholders. What is the expected 
policy going forward? 

A: The Company intends to continue its liberal dividend payout 
policy and believes tnat Shareholders should benefit 
appropriately fro’m Company' continued success consistently, 
The Company is extremely conscious about the efficient use of 
the capital employed and has always endeavored to earn a 
return higher than cost. Further, after giving due consideration to 
cash generating capacity, expected capital needs of the 
business and strategic considerations, the Board has 
recommended a dividend of 1000 per cent for the third year in 
succession. 

Q: What is management's outlook on operating margins and can 
current margins be sustained in the longer term. 

A: Rising input costs remain a key pressure on our margins and with 
planned new launches, marketing costs are expected to rise. 
However, we continue to assess cost structure at our end as well 
as at the vendors end and plan to continue the same through 
focus on across the board rationalization of costs. 

We are willing to trade certain short term gains to drive long term 
growth. Hero Honda is well equipped to meet new challenges 
and set new precedents to remain at the forefront of the growing 
two wheeler market. 


Q: With Honda Motorcycle and Scooter India (HMSI) having 
launched its motorcycle and with the entry of new players in 
motorcycles, what is management’s view on future landscape 
of the two wheeler industry 

A: We have an understanding with Honda that our products would 
not compete against each other and we have already finalized 
our future product launches. Competitive pressures in the 
industry remain high as all the players are aggressively looking to 
gain market shares within segments. Going forward, we expect 
these pressures to continue and may even intensify and we are 
putting in place our strategies to protect our margins and our 
markets through new product introductions in line with the 
customers needs and focus on strengthening our CRM 
initiatives. 

The company continues its focus on further expanding the 
distribution network to cater to the customers. During FY 2005- 
06, the Company redefined the market initiative with the launch 
of women exclusive retail outlets for the new scooter, Pleasure, 
under the brand name Jygt4Her and launch of Lady Rider, 
India's first women rider club. 

Q: What steps the company has taken to improve corporate 
governance? 

A: The Company is committed to benchmark itself with global 
standards in all areas including corporate governance. Towards 
this end, the company's annual report contains substantial 
disclosures on the Board of Directors, financial and stock 
performance, etc. In addition, an attempt has been made to 
benchmark governance with the guidelines recommended by 
the SEBI Committee on Corporate Governance. (SEBI is the 
apex authority for regulating capital markets in India) 

The company's results are published as per the latest 
Accounting Standards prescribed by the Institute of Chartered 
Accountants of India. The results are published in a transparent 
manner and there has been no non-compliance of any legal 
provision of applicable laws. 

In fact, the company has obtained a GVC Level 1 (Highest) rating 
from CRISIL for corporate governance and value creation. 
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auditors 


report 


TO THE MEMBERS OF HERO HONDA MOTORS LIMITED 

1, We have audited the attached balance sheet of Hero Honda 
Motors Limited, as at March 31,2006 and also the profit and loss 
account and the cash flow statement for the year ended on that 
date, annexed thereto. These financial statements are the 
responsibility of the Company's management, Our responsibility 
is to express an opinion on these financial statements based on 
our audit. 

2, We conducted our audit in accordance with auditing standards 
generally accepted in India. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. We believe that our audit provides a 
reasonable basis for our opinion, 

3. As required by the Companies (Auditor's Report) Order, 2003, 
issued by the Central Government of India in terms of 
sub-section (4A) of section 227 of the Companies Act, 1956, we 
enclose in the Annexure a statement on the matters specified in 
paragraphs 4 and 5 of the said Order. 

4. Further to our comments in the Annexure referred to in paragraph 
3 above, we report that: 

i) We have obtained all the information and explanations, 
which to the best of our knowledge and belief were 
necessary for the purposes of our audit: 

ii) In our opinion, proper books of account as required by law 
have been kept by the Company so far as appears from our 
examination of those books; 

iii) The Balance Sheet, Profit and Loss Account and Cash Flow 
Statement dealt with by this report are in agreement with the 
books of account; 


iv) In our opinion, the Balance Sheet, Profit and Loss Account 
and Cash Flow Statement, dealt with by this report, comply 
with the accounting standards referred to in sub-section (3C) 
of section 211 of the Companies Act, 1956; 

v) On the basis of written representations received from the 
Directors and taken on record by the Board of Directors, we 
report that none of the Directors is disqualified as on March 
31, 2006 from being appointed as a Director in terms of 
clause (g) of sub-section (1) of section 274 of the 
Companies Act, 1956; 

vi) In our opinion and to the best of our information and 
according to the explanations given to us, the said accounts 
give the information required by the Companies Act, 1956, 
in the manner so required and give a true and fair view 
in conformity with the accounting principles generally 
accepted in India: 

a) In the case of the Balance Sheet, of the state of affairs of 
the Company asatMarch 31,2006; 

b) In the case of the Profit and Loss Account, of the profit for 
the year ended on that date; and 

c) In the case of Cash Flow Statement, of the cash flows for 
the year ended on that date. 


FOR A. F. FERGUSON & CO. 
Chartered Accountants 


A. K. MAHINDRA 
Partner 

(Membership No: 10296) 


New Delhi 
May 30, 2006 
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ANNEXURE REFERRED TO IN PARAGRAPH '3' OF THE 
AUDITORS' REPORT TO THE MEMBERS OF HERO HONDA 
MOTORS LIMITED ON THE ACCOUNTS FOR THE YEAR 
ENDED MARCH 31,2006. 

(i) (a) The Company is maintaining proper records showing full 

particulars, including quantitative details and situation of 
fixed assets. 

(b) As explained to us, the Company has a system of physical 
verification, which is designed to cover all fixed assets over 
a period of three years and in accordance therewith, 
physical verification of a major portion of fixed assets of the 
Company was carried out during the previous year. In our 
opinion, the frequency of physical verification is reasonable 
having regard to the size of the Company and the nature of 
its fixed assets. 

(c) In our opinion and according to the information and 
explanations given to us, a substantial part of the fixed 
assets has not been disposed qtt by the Company during 
the year, 

(ii) (a) During the year, the inventories have been physically 

verified by the management. In our opinion, the frequency 
of verification is reasonable. 

(b) In our opinion and according to the information and 
explanations given to us, the procedures of physical 
verification of inventories followed by the management are 
reasonable and adequate in relation to the size of the 
Company and the nature of its business. 

(c) On the basis of our examination of the records of 
inventories, we are of the opinion that the Company is 
maintaining proper records of inventories. The 
discrepancies noticed on physical verification of 
inventories as compared to book records were not material 
and have been properly dealt with in the books of account. 

(iii) (a) The Company has during the year, granted unsecured 

loans aggregating Rs. 224.25 crores to companies 
covered in the register maintained under section 301 of the 
Companies Act, 1956, The maximum amount due during 
the year was Rs. 68.50 crores and the year end balance of 
loans granted was Rs, 28.75 crores. According to the 
information and explanations given to us, the Company 


has, during the year, not granted any loan, secured or 
unsecured to companies, firms and other parties covered 
in the register maintained under section 301 of the 
Companies Act, 1956, other than the loans mentioned 
above. 

(b) In our opinion and according to the information and 
explanations given to us, the rate of interest and other terms 
and conditions of the loans granted by the Company, as 
referred to in para 4(iii)(a) of the Companies (Auditor's 
Report) Order, 2003 (hereinafter referred to as the Order) 
above, are, prima- facie, not prejudicial to the interest of the 
Company, 

(c) According to the information and explanations given to us, 
the parties, to whom the loans have been granted by the 
Company, as referred to in paragraph 4(iii)(a) above, have 
been regular in repayment of the principal amount as 
stipulated and have been regular in payment of interest. 

(d) According to the information and explanations given to us, 
there are no overdue amounts in respect of the loans 
granted as referred to in paragraph 4(iii) (a) above and 
interestthereon. 

(e) According to the information and explanations given to us, 
the Company has, during the year, not taken any loans, 
secured or unsecured, from companies, firms and other 
parties covered in the register maintained under section 
301 of the Companies Act, 1956, Accordingly, paragraphs 
4(iii) (f)and (g) of the Order are not applicable. 

(iv) According to the information and explanations given to us, there 
is an adequate internal control system commensurate with the 
size of the Company and the nature of its business with regard 
to purchases of inventories, fixed assets and with regard to the 
sale of goods. There are no sales of services during the year. 
Further, on the basis of our examination and according to the 
information and explanations given to us, we have neither come 
across nor have been informed of any instance of major 
weaknesses in the aforesaid internal control systems. 

(v) (a) According to the information and explanations given to us, 

we are of the opinion that during the year, the particulars of 
the contracts/arrangements referred to in section 301 of the 
Companies Act, 1956 have been entered in the register 
required to be maintained under that section. 
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(b) According to the information and explanations given to us, 
the transactions made in pursuance of contracts or 
arrangements entered in the register maintained under 
section 301 of the Companies Act, 1956, and exceeding 
the value of rupees five lacs in respect of any party during 
the year, are of a specialised nature for which there are no 
alternate sources of supply to enable a comparison of the 
prices paid, 

(vi) The Company has notaccepted any deposits from the public, 

(vii) According to the information and explanations given to us, the 
Company has an adequate internal audit system 
commensurate with its size and nature of its business, 

(viii) We have broadly reviewed the books of account maintained by 
the Company pursuant to the Rules made by the Central 
Government for the maintenance of cost records under section 
209(1 )(d) of the Companies Act, 1956 and are of the opinion 
that, prima facie, the prescribed accounts and records have 
been made and maintained. We have not, however, made a 
detailed examination of the records with a view to determine 


whetherthey are accurate or complete. 

(ix) (a) According to the information and explanations given to us 
and the records of the Company examined by us, the 
Company has been regular in depositing undisputed 
statutory dues including provident fund, investor education 
and protection fund, employees' state insurance, income- 
tax, sales-tax, wealth tax, customs duty, excise duty, cess, 
value added tax, Haryana local area development tax and 
other material statutory dues applicable to it with the 
appropriate authorities. We are informed that there are no 
undisputed statutory dues as at the year end, outstanding 
for a period of more than six months from the date they 
became payable, 

(b) According to the information and explanations given to us 
and the records of the Company examined by us, there are 
no disputed dues in respect of sales tax, wealth tax, service 
tax, customs duty, excise duty and cess, which have not 
been deposited. The following are the Particulars of 
Income-Tax dues not deposited by the Company on 
account of dispute as at March 31,2006: 


Name of the Statute 

Nature of dues 

Net unpaid 

amount 

(Rs. in Crores) 

Amount paid 
under protest 
(Rs. in Crores) 

Period to which 
the amount 
relates 

Forum where 
Company has 
preferred appeals 

Income-Tax Laws 

Income-Tax 

4.88 

4.50 

2002-2003 

Commissioner of 

Income-Tax 

(Appeals) 


The following matters have been decided in favour of the Company, although the department has preferred appeals at higher levels: 


Name of the 

Statute 

Nature 

Amount 
(Rs. in Crores) 

Period to which the amount relates 
(various years covering the period) 

Forum where Department 
has preferred appeals 

Central Excise Laws 

Excise Duty 

2.57 

1986-1987 to 1990-1991 

Customs, Excise and 
Service Tax Appellate 
Tribunal 

Income-Tax Laws 

Income-Tax 

8.25 

1986-1987, 1989-1990 to 1995-1996 

High Court 



1.32 

1996-1997, 1997-1998 

income Tax Appellate 
Tribunal 
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(x) The Company does not have accumulated losses at the end 
of the financial year March 31,2006. Further, the Company has 
not Incurred any cash losses during the financial year ended 
March 31, 2006 and in the immediately preceding financial 
year ended March 31,2005. 

(xi) According to the records of the Company examined by us and 
on the basis of information and explanations given to us, the 
Company has not defaulted in repayment of dues to banks 
during the year. The Company has not taken any loans from 
financial institutions and has not issued debentures during the 
year. 

(xii) in our opinion and according to the information and 

explanations given to us, the Company has not granted any 
loans and advances during the year on the basis of security by 
way of pledge of shares, debentures and other securities, 

(xiii) According to the information and explanations given to us, the 
provisions of any special statute as specified under paragraph. 
4(xiii) of the Order are not applicable to the Company. 

(xiv) in our opinion and according to the information and 

explanations given to us, the Company is not dealing or 
trading in shares, securities, debentures and other 
investments. 

(xv) According to the information and explanations given to us, the 
Company has not given any guarantees during the year for 
loans taken by others from banks or financial institutions. 

(xvi) In our opinion and according to the information and 

explanations given to us, the term loans have been applied for 
the purposes for which they were obtained. 


(xvii) According to the information and explanations given to us and 
on an overall examination of the balance sheet of the 
Company, we report that short term funds have not been used 
to finance long term investments, 

(xviii) The Company has not made any preferential allotment of 
shares during the year. 

(xix) The Company has not issued any debentures during the year. 

(xx) The Company has not raised any money by way of public 
issue during the year, 

(xxi) Based upon the audit procedures performed and information 
and explanations given by the management, we report that no 
fraud on or by the Company has been noticed or reported 
durinq the course of our audit for the year ended March 31, 
2006. 


For A. F. FERGUSON & CO. 
Chartered Accountants 


A. K. MAHINDRA 
Partner 

(Membership No: 10296) 


New Delhi 
May 30, 2006 
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HERO HONDA MOTORS LIMITED 


balance sheet 


as at march 31,2006 


(Rupees in Crores) 



Schedule 

As at March 

As at March 


No. 

31,2006 

31,2005 

SOURCES OF FUNDS 




Shareholders' Funds 




Share capital 

1 

39.94 

39.94 

Reserves and surplus 

2 

1,969.39 

1,453.44 



2,009.33 

1,493.38 

Loan Funds 

3 



Unsecured 


185.78 

201.76 

Deferred Tax Liabilities 

8 

120.10 

101.53 

Total 


2,315.21 

1,796.67 

APPLICATION OF FUNDS 




Fixed Assets 

4 



Gross block 


1,471.97 

1,104.19 

Less: Depreciation 


522.60 

429.71 



949.37 

674.48 

Capital work in progress 


44.19 

40.85 

Net block 


993.56 

715.33 

Investments 

5 

2,061.89 

2,026.65 

Deferred Tax Assets 

8 

1.32 

0.63 

Current Assets, Loans and Advances 

6 



Inventories 


226.55 

204.26 

Sundry debtors 


158.66 

89.55 

Cash and bank balances 


158.72 

17.60 

Other current assets 


3.53 

3.51 

Loans and advances 


273.78 

239.61 



821.24 

554.53 

Less: Current Liabilities and Provisions 

7 



Current liabilities 


1,072.88 

1,015.76 

Provisions 


489.92 

484.71 



1,562.80 

1,500.47 

Net Current assets 


(741.56) 

(945.94) 

Total 


2,315.21 

1,796.67 

Notes to the accounts 

12 




Per our report attached 
For A. F. FERGUSON & CO. 
Chartered Accountants 

A. K. MAHINDRA 
Partner 

(Membership No. 10296) 

New Delhi 
May 30, 2006 


For and on behalf of the Board of Directors 

BRIJMOHAN LALL MUNJAL Chairman 

PAWAN MUNJAL Managing Director & CEO 

PRADEEP DINODIA Director 


RAVI SUD 


Sr. Vice President & CFO 


I LAM C. KAMBOJ 


G.M. Legal & Company Secretary 
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profit and loss account 


for the year ended march 31,2006 


(Rupees in Crores) 



Schedule 

Year Ended 

Year Ended 


No. 

March 31,2006 

March 31, 2005 

INCOME 




Gross sales 


10,086.16 

8,596.81 

Less: Excise duty 


1,372.18 

1,175.16 

Net sales 


8,713.98 

7,421.65 

Other income 

9 

156.28 

136.90 



8,870.26 

7,558.55 

EXPENDITURE 




Manufacturing and other expenses 

10 

7,349.53 

6,253.01 

Depreciation 

4 

114.62 

89.38 

Interest (net) 

11 

(6.13) 

(1,09) 



7,458.02 

6,341.30 

Profit for the year before tax 

Provision for taxation 


1,412.24 

1,217.25 

- Current 


415.85 

395.22 

- Deferred 


17.88 

11.56 

- Fringe benefit 


7.17 

- 

Profit after tax 


971.34 

810.47 

Balance of profit brought forward 


808.10 

538.53 

Balance available for appropriation 


1,779.44 

1,349.00 

APPROPRIATIONS 




Proposed dividend 


399.38 

399.38 

Tax on dividend 


56.01 

56.52 

Transfer to general reserve 


100.00 

85.00 

Balance carried to balance sheet 


1,224.05 

808.10 



1,779.44 

1,349.00 

Basic and diluted earnings per share face value Rs. 2/- each (in rupees) 

Notes to the accounts 

12 

48.64 

40.59 


Per our report attached to the balance sheet 

For A. F. FERGUSON & CO. 

Chartered Accountants 

A. K. MAHINDRA 
Partner 

(Membership No. 10296) 

New Delhi 
May 30, 2006 


For and on behalf of the Board of Directors 

BRIJMOHAN LALL MUNJAL Chairman 

PAWAN MUNJAL Managing Director & CEO 

PRADEEP DINODIA Director 


RAVI SUD 


Sr. Vice President & CFO 


I LAM C. KAMBOJ 


G.M. Legal & Company Secretary 
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cash flow statement 


for the year ended march 31,2006 


A. CASH FLOW FROM OPERATING ACTIVITIES 


Net profit before tax 

Adjustments for: 

Add; Depreciation 

Loss on fixed assets sold/discarded 
Exchange differences 

Loss on sale of non-trade current investments 

Provision for the permanent diminution in value of long term 

non trade investment 

nterest - others and financial charges 

Provision for doubtful debts 

Less: Interest received on long term nomtrade investments 
Interest received on loans, deposits etc. 

Profit on sale of fixed assets 
Exchange differences 
Dividend income 

On current investments - Non-trade 
On long-term investments-trade 
Profit on sale of non-trade investments 
On current investments 

Operating profit before working capital changes 

Adjustments for: 

Add: Increase in trade payables 

ncrease in security deposits from dealers 

Less: Increase in trade and other receivables 
ncrease in inventories 

Cash generated from operations 

Less: Direct taxes paid 


114.62 

0,86 

0.07 

2.27 

3.55 

2,92 

0,86 


10,56 

9,05 

0,04 


3,62 

6.79 

111.03 


58.01 

1,80 


73.70 

22.29 


Net cash from operating activities 


B. CASH FLOW FROM INVESTING ACTIVITIES 

Sale of fixed assets 
Sale of investments 
Inter corporate deposits received back 


5,28 

11,256,13 

195,50 


(Rupees in Crores) 


Year Ended 
March 31,2006 

Year Ended 
March 31,2005 

1,412.24 

1,217.25 


89.38 


1.70 


9.50 


1.93 

125.15 

102.51 


10.75 


3.02 


0.05 


0.02 


2.17 


1.49 


108.33 

141.09 

125.83 

1,396.30 

1,193.93 


18.51 


1.43 

59.81 

19.94 


58.02 


16.06 

95.99 

74.08 

1,360.12 

424.04 

1,139.79 

392.96 

936.08 

746.83 


1.71 

13,045.76 

65.50 
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(Rupees in Crores) 




Year Ended 

Year Ended 



March 31,2006 

March 31,2005 

Interest received on long term non-trade investments 

10.56 


10.74 

Interest received on loans, deposits etc, 

Dividend income 

7.98 


3.02 

On current investments-non-trade 

3.62 


2.17 

On long-term investments-trade 

6.79 


1.49 



11,485.86 

13,130.39 

Less: Purchase of fixed assets 

398.94 


219.26 

Inter corporate deposits paid 

224.25 


65.50 

Purchase of investments 

11,186.16 


13,408.48 



11,809.35 

13,693.24 

Net cash (used) in investing activities 


(323.49) 

(562.85) 

C. CASH FLOW FROM FINANCING ACTIVITIES 




Interest paid - others and financial charges 



1.93 

Dividend paid 

396.32 


202.55 

Tax on dividend 

56.01 


26.09 

Repayment of long-terrri'borrowings 

15.98 


15.55 



471.23 

246.12 

Less: Proceeds from long-term borrowings 


- 

42.61 

Net cash (used) in financing activities 


(471.23) 

(203.51) 





D. INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS (A+B+C) 


141.36 

(19.53) 

Cash and cash equivalents at the end of the year 


17.60 

37.12 

Cash and bank balances 

158.72 


17.60 

Unrealised exchange loss/(gain) 

0.24 


(0.01) 



158.96 

17.59 

Notes to the accounts 

Schedule 12 




Per our report attached to the balance sheet 

For A. F. FERGUSON & CO. 

Chartered Accountants 

A. K. MAHINDRA 
Partner 

(Membership No. 10296) 

New Delhi 
May 30, 2006 


For and on behalf of the Board of Directors 

BRIJMOHAN LALL MUNJAL Chairman 

PAWAN MUNJAL Managing Director & CEO 

PRADEEP DINODIA Director 


RAVI SUD 


Sr. Vice President & CFO 


I LAM C. KAMBOJ 


G.M. Legal & Company Secretary 
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SCHEDULES 1 TO 12 ANNEXED TO AND FORMING PART OF THE ACCOUNTS 


1) SHARE CAPITAL 


(Rupees in Crores) 


As at March 

31,2006 

As at March 

31,2005 

Authorised 



25,00,00,000 (Previous year 25,00,00,000) 

Equity shares of Rs. 2 each 

50.00 

50.00 

4,00,000 (Previous year 4,00,000) Cumulative 
convertible preference shares of Rs. 100 each 

4.00 

4.00 

4,00,000 (Previous year 4,00,000) Cumulative 
redeemable preference shares of Rs. 100 each 

4.00 

4.00 


58.00 

58.00 

Issued, Subscribed and Paid up 



19,96,87,500* (Previous year 19,96,87,500) 

Equity shares of Rs. 2 each fully paid up 

39.94 

39.94 


39.94 

39.94 


* Of the above 11,98,18,500 (Previous year 11,98*27500) shares’had been allotted as 
fully paid bonus shares by capitalisation of general reserve. 


2) RESERVES AND SURPLUS (Rupees in Crores) 



As at March 
31, 2005 

Additions 

Deductions 

As at March 

31,2006 

Capital Reserves 





On shares forfeited (#Rs. 4250) 

# 

- 

- 

# 

Share premium account on forfeited 
shares reissued (##Rs. 25500) 

## 

- 

- 

## 

Revenue Reserves 





General reserve 

645.34 

100.00 

- 

745.34 

Surplus, being balance in profit and loss account 

808.10 

415.95 

- 

1,224.05 


1,453.44 

515.95 

- 

1,969.39 


3) LOAN FUNDS (Rupees in Crores) 



As at March 

31,2006 

As at March 

31,2005 

Unsecured Loans 



Other loans and advances - others 

Sales tax deferment from the State Government of Haryana 

185.78 

201.76 


185.78 

201.76 
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4) FIXED ASSETS 


(Rupees in Crores) 



Gross block (at cost) 

Depreciation 

Net block 


As at March 
31,2005 

Additions 

Deductions 

As at March 
31,2006 

As at March 
31,2005 

For the year 

On 

Deductions 

As at March 
31,2006 

As at March 
31,2006 

As at March 
31,2005 

Tanaible assets 











Land 











- Freehold 

27.04 

50,51 

- 

77.55 

- 

- 

- 

- 

77.55 

27,04 

- Leasehold 

- 

33.34 

- 

33.34 

- 

0.18 

- 

0.18 

33.16 

- 

Buildings 

125.84 

17.52 

1.07 

142.29 

22.12 

3.49 

0.59 

25.02 

117.27 

103.72 

Plant and machineiy 

826.57 

221.63* 

17.21 

1,030.99 

346 22 

82.79 

14.31 

414.70 

616.29 

480.35 

Furniture, Fixtures and 
office equipment 

16.59 

4,60 

4.94 

16.25 

6,57 

0.99 

3.17 

4.39 

11.86 

10,02 

Vehicles 

7.82 

3.63 

1.47 

9.98 

3.31 

0.86 

0.81 

3.36 

6.62 

4.51 

Computer and data 
processing machines 

41.15 

2,48 

3 13 

40.50 

22,03 

5.33 

2,84 

24.52 

15.98 

19,12 

Intanaible assets 











- Model fee 

59.18 

61,89 

- 

121.07 

29.46 

20.97 

- 

50.43 

70.64 

29,72 












Total 

1,104.19 

395.60 

27.82 

1,471.97 

429.71 

114.61 

21.72 

522.60 

949.37 


Previous year 

916.91 

196,10 

8,82 

1,104.19 

345.79 

89.38 

5,46p 

429.71 


674,48 

Capital work in progress {including capital advances Rs. 11.98 crores (Previous year Rs. 20.38 crores)} 



44.19 

40.85 










993.56 

715.33 


Notes: 

* Includes net increase of Rs. 0.84 crore (Previous year increase of Rs. 0.39 crore) due to fluctuation in exchange rates. 


5) INVESTMENTS 


Current Investments 

Non-trade 

Unquoted 

In Mutual fund units: 

Debt fund 

(Units of the face value of Rs. 10 each) 

Prudential ICICI Mutual Fund 

64328344 (Previous year Nil) units in floating rate plan D -growth 

Nil (Previous year 185983587) units in floating rate plan C -growth 

149571572 (Previous year 61981219) units in long term floating rate plan B -growth 

Nil (Previous year 49992501) units in FMP-quarterly -series XXV 

Nil (Previous year 49963027) units in FMP-quarterly -series XXVI 

46644836 (Previous year 25000000) units in institutional FMP -15 months plan-series-XXV 
Nil (Previous year 5000000) units in FMP yearly - series XXV 


65.75 

154.76 


50.00 


(Rupees in Crores) 


As at March 
31,2006 


As at March 
31,2005 


188.14 

63.03 

50.00 

50.00 

25.00 

5.00 
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5) INVESTMENTS (contd.) 


Nil (Previous year 50000000) units in institutional FMP -growth -yearly -VI 
103812355 (Previous year Nil) units in blended plan A-growth 
Nil (Previous year 20281698) units in short term plan cumulative option 
25000000 (Previous year 25000000) units in FMP -growth yearly XII institutional 
25000000 (Previous year Nil) units in FMP 4 months growth XXVIII 
31573345 (Previous year Nil) units in FMP-yearly growth -series XXIV 
20000000 (Previous year Nil) units in FMP-monthly plan- cumulative- XXVII 

Birla Sunlife Mutual Fund 

17344470 (Previous year 17344470) units in floating rate fund long term plan growth 

Nil (Previous year 19764213) units in fixed maturity plan quarterly series 3-plan ES:growth 

69350000 (Previous year 69350000) units in fixed term plan series A -growth 

Nil (Previous year 820850) units in bond plus institutional plan -growth 

16000000 (Previous year Nil) units in fixed term plan series D -growth 

18687921 (Previous year Nil) units in FMP series-3-annual-growth 

18414172 (Previousyear Nil) units in FMP series-2-quarterly -growth 

PIDFC Mutual Fund 

Nil (Previous year 25000000) units in fixed investment plan -June 2004(2)-growth 
Nil (Previous year 25000000) units in fixed investment plan-July 2004(2)-growth 
30000000 (Previous year Nil) units in FMP 3m March 2006 (1 ^Institutional plan-growth 

DSP Merrill Lynch Mutual Fund 

49340412 (Previous year 193321295) units in floating rate fund -regular -growth 
25000000 (Previous year Nil) units in fixed term plan - series 2-growth 

Standard Chartered Mutual Fund 

Nil (Previous year 187442498) units in floating rate fund long term plan B - growth 
5000000 (Previous year 5000000) units in fixed maturity 7th plan -B -growth 
Nil (Previous year 50000000) units in fixed maturity 10th plan -growth 
25000000 (Previous year Nil) units in fixed maturity -16th plan A -growth 
10000000 (Previous year Nil) units in fixed maturity - 21st plan-growth 
107202507 (Previous year Nil) units in floating rate fund long term inst, plan B -growth 

UTI Mutual Fund 

Nil (Previous year 20000000) units in fixed maturity plan QFMP (series VIII) growth plan 


(Rupees in Crores) 


105.00 

25.00 

25.00 

35.00 

20.00 


19.00 

69.35 

16.00 

20.00 

20.00 


30.00 


52.85 

25.00 


5.00 

25.00 

10.00 

108.80 



As at March 
31,2005 

50.00 

25.08 

25.00 


19,00 

20.00 

69.35 

1.00 


25.00 

25.00 


207.06 


190.24 

5.00 

50.00 


20.00 
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5) INVESTMENTS (contd.) 


Tata Mutual Fund 

25000000 (Previous year Nil) units in fixed horizon fund series 3-scheme A (6 months)-growth 
40000000 (Previous year Nil) units in fixed horizon fund series 5-scheme A-growth 

Kotak Mutual Fund 

5000000 (Previous year Nil) units in FMP series XIV -growth 
25000000 (Previous year Nil) units in FMP series XVIII -growth 
15000000 (Previous year Nil) units in FMP series 23 -growth 

Templeton Mutual Fund 

Nil (Previous year 50046460) units in floating rate income fund-short term plan-growth 

HSBC Mutual Fund 

50000000 (Previous year 50000000) units in floating rate fund - long term plan 
-institutional option 

25000000 (Previous year Nil) units in fixed term series 7-growth 
35000000 (Previous year Nil) u nits i n fixed term series 3-growth 

ABN Amro Mutual Fund 

50000000 (Previous year Nil) units in fixed term plan series 2 quarterly plan A growth 

Deutsche Mutual Fund 

10000000 (Previous year 4819695) units in fixed term fund-series 8-growth option 

JM Mutual Fund 

30000000 (Previous year 30000000) units in equity and derivative fund - growth option 

Escorts Mutual Fund 

1887540 (Previous year Ni!) units in income plan - growth 
1010446 (Previous year Nil) units in floating rate fund - growth 

ING Vysya Mutual Fund 

2500000 (Previous year 2500000) units in fixed maturity fund series II -growth option 

Reliance Mutual Fund 

50000000 (Previous year Nil) units in fixed tenor fund plan A -growth plan 
10000000 (Previous year Nil) units in fixed tenor fund plan B -growth plan 
Nil (Previous year 85498800) units in fixed term scheme -quarterly plan -7-growth option 
Nil (Previous year 95000000) units in fixed term scheme -quarterly plan -8-growth option 
Nil (Previous year 25000000) units in fixed term scheme-annual plan -3 -growth option 


(Rupees in Crores) 


25.00 

40.00 

5.00 

25.00 

15.00 


50.56 

25.00 

35.00 


50.00 

10.00 

30.00 

4.00 

1.02 

2.50 

50.00 

10.00 



As at March 
31,2005 


57.67 


50.00 


30.00 


2.50 


85.50 

95.00 

25.00 
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5) INVESTMENTS (contd.) (Rupees in Crores) 




As at March 

As at March 



31,2006 

31 , 2005 

Nil (Previous year 40000000) units in fixed term scheme-annual plan-IV-growth option 

- 


40.00 

30000000 (Previous year Nil) units in fixed maturity fund series II annual plan 1- growth option 

30.00 


- 

16474329 (Previous year Nil) units in short term fund growth plan 

20.00 


- 

106165242 (Previous year Nil) units in fixed maturity fund -qtrly plan-ill-series ll-growth option 

106.17 


- 

58326952 (Previous year Nil) units in income fund-retail plan-growth plan 

60.00 


- 

4518498 (Previous year 13909742) units in medium term fund -retail plan - growth plan - 
bonus option 

4.57 


14.07 

(Units of the face value of Rs. 1000 each) 

DSP Merrill Lynch Mutual Fund 




250000 (Previous year Nil) units in fixed term plan - series 1 B-growth 

25.00 


- 

100000 (Previous year Nil) units in fixed term plan - series IC-growth 

10.00 


- 

Repurchase Price Rs. 1560,34 crores (Previous year Rs. 1541.35 crores) 


1,515.33 

1,512.64 

Monthly Income Plan 

(Units of the face value of Rs. 10 each) 




HDFC Mutual Fund 




Nil (Previous year 50000000) units in multiple yield fund -growth 

- 


50.00 

25000000 (Previous year Nil) units in multiple yield fund plan 2005 -growth 

25.00 


- 

45034091 (Previous year Nil) units in short term - growth 

50.00 


- 

DSP Merrill Lynch Mutual Fund 

12038001 (Previous year 29459877) units in savings plus moderate -growth 

14.61 


35.42 

Repurchase Price Rs, 99.44 crores (Previous year Rs. 89.79 crores) 


89.61 

85.42 

Gilt Fund 




(Units of the face value of Rs. 10 each) 




Tata Mutual Fund 




42178010 (Previous year 72467104) units in Gilt securities fund -bonus 

45.01 


77.33 

Repurchase Price Rs. 46.76 crores (Previous year Rs. 77.69 crores) 


45.01 

77.33 

Equity fund 

(Units of the face value of Rs. 10 each) 




Escorts Mutual Fund 




17027061 (Previous year 15441022) units in opportunities fund -dividend 

22.00 


20.00 

Prudential ICICI Mutual Fund 




10000000 (Previous year Nil) units in services industry fund - dividend 

10.00 


- 
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5) INVESTMENTS (contd.) (Rupees in Crores) 



As at March 
31,2006 

As at March 
31,2005 

ING Vysya Mutual Fund 

5000000 (Previous year Nil) units in L.I.O.N fund - dividend payout 

5.00 


- 

Reliance Mutual Fund 

Nil (Previous year 10000000) units in equity opportunity fund - dividend plan 

10000000 (Previous year Nil) units in equity fund 

10.00 


10.00 

Standard Chartered Mutual Fund 

5000000 (Previous year Nil) units in imperial equity fund - dividend 

5.00 


- 

Principal Mutual Fund 

Nil (Previous year 3010000) units in focussed advantage fund - dividend 

5000000 (Previous year Nii) units in infrastructure and services industries fund - div payout 

5.00 


3.01 





HSBC Mutual Fund 

10000000 (Previous year Nil) units in advantage India fund - dividend 

10.00 


- 

Tata Mutual Fund 




Nil (Previous year 5000000) units in infrastructure fund - dividend 

- 


5.00 

Birla Sunlife Mutual Fund 

5000000 (Previous year Nil) units in infrastructure fund -dividend payout 

5000000 (Previous year Nil) units in top 100 fund - dividend payout 

5.00 

5.00 


- 

Market Value Rs. 88.11 crores (Previous year Rs. 38.35 crores) 


77.00 

38.01 

Liquid Fund 

(Units of the face value of Rs. 10 each) 




Prudential ICICI Mutual Fund 

77442553 (Previous year Nil) units in sweep cash option -cumulative 

77.75 


- 

Birla Sunlife Mutual Fund 

Nil (Previous year 31403982) units in cash plus institutional premium plan -growth 

- 


32.95 

ABN Amro Mutual Fund 

48294903 (Previous year Nil) units in cash fund - institutional growth 

52.26 


- 

Escorts Mutual Fund 

992989 (Previous year Nil) units in liquid plan - growth 

1.00 


- 

HSBC Mutual Fund 

9110787 (Previous year Nil) units in cash fund - institutional plus - growth 

10.00 
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5) INVESTMENTS (contd.) (Rupees in Crores) 




As at March 

As at March 



31,2006 

31,2005 

Deutsche Mutual Fund 




5000000 (Previous year Nil) units in money plus fund-growth option 

5.00 


- 

Nil (Previous year 4819695) units in insta cash plus fund - institutional plan -growth 

- 


5.00 

Repurchase Price Rs. 146.29 crores (Previous year Rs.37.96 crores) 


146.01 

37.95 

Non-trade 




Unquoted 




Investments under Portfolio Management Services with 

Prudential ICICI Asset Management Company Limited comprise# :- 




Prudential ICICI Mutual Fund - Debt Fund (units of the face value of Rs, 10 each) 

Nil (Previous year 24987007) units in FMP -quarterly- series XXV 

_ 


25.00 

Prudential ICICI Mutual Fund - Liquid Fund (units of the face value of Rs.10 each) 

Nil (Previous year 48450912) units in liquid plan institutional plus - growth 



79.18 

Repurchase Price Rs, Nil (Previous year Rs, 104.70 crores) 


- 

104.18 

# Investments have been made under the Discretionary Portfolio Management 

Agreement entered into between the Company and Prudential ICICI Asset 

Management Company Limited (Portfolio Manager) and are being held in the 
name of the Portfolio Manager as envisaged in the aforesaid Agreement, 




Non-trade 

In Equity Shares: 

Quoted 

Nil (Previous year 240187) equity shares of Rs. 10 each fully paid up of GAIL (India) Limited 



4.68 

Nil (Previous year 9434) equity shares of Rs. 10 each fully paid up of Punjab National Bank 

- 


0.37 

203785 (Previous year Nil) equity shares of Rs. 10 each fully paid up of Infrastructure 
Development Finance Company Limited 

0.69 


- 

360092 (Previous year Nil) equity shares of Rs. 10 each fully paid up of Bank of Baroda 

8.28 


- 

27794 (Previous year Nil) equity shares of Rs, 10 each fully paid up of GVK Power and 
Infrastructure Limited 

0.86 


- 

261208 (Previous year Nil) equity shares of Rs. 10 each fully paid up of 

Bannari Amman Spinning Mills Limited 

3.53 


- 

239800 (Previous year Nil) equity shares of Rs. 10 each fully paid up of ICICI Bank Limited 

12.59 


- 

Nil (Previous year 474178) equity shares of Rs. 10 each fully paid up of 

Petronet LNG Limited 



0.71 

Market value Rs. 27.14 crores (Previous year Rs, 7.47 crores) 


25.95 

5.76 
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5) INVESTMENTS (contd.) 


Long Term Investments 

Non-trade 
Quoted 
In Bonds 

15614760 (Previous year 15501507) 6.75% Tax free US64 bonds of Rs.100 each 
60903 (Previous year 60903) 6.60% Tax free ARS bonds of Rs.100 each 

Less: Provision for permanent diminution in value 

Market value Rs.159.40 crores (Previous year Rs. 162,88 crores) 

Trade 
Unquoted 
In Equity Shares: 

2715000 (Previous year 2715000) equity shares of Rs. 10 each fully paid up of 
Hero Honda Finiease Limited 


The following investments were purchased during the year 


Mutual Funds 
Debt Funds 

2436815240 (Previous year 4047359429) units of the face value of Rs,10 each 
850000 (Previous year Nil) units of the face value of Rs.1000 each 

Monthly Income Plans 

206603558 (Previous year 410315857) units of the face value of Rs. 10 each 

Equity Fund 

114386039 (Previous year 44318364) units of the face value of Rs, 10 each 

Liquid Fund 

5222504388 (Previous year 5415362078) units of the face value of Rs.10 each 
6868468 (Previous year 2317290) units of the face value of Rs.1000 each 

Gilt Fund 

Nil (Previous year 84356020) units of the face value of Rs. 10 each 


(Rupees in Crores) 


162.44 

0.63 

163.07 

(3.55) 


As at March 
! 31,2006 

As at March 
31,2005 


161.27 

0.63 


161.90 

159.52 

161.90 

3.46 

3.46 

2,061.89 

2,026.65 


(Rupees in Crores) 

Cost 

This Year 

Cost 
Previous Year 

2,593.81 

85.00 

4,136.17 

250.00 

483.45 

114.90 

53.01 

6,833.67 

696.11 

7,970.95 

284.75 

_ 

90.02 
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5) INVESTMENTS (contd.) (Rupees in Crores) 



Cost 
This Year 

Cost 
Previous Year 

Equity Shares 



Nil (Previous year 837934) shares of National Thermal Power Corporation Limited of the 
face value of Rs.10 each 

- 

5.20 

Nil (Previous year 9434) shares of Punjab National Bank of the face value of Rs.10 each 

- 

0.37 

353785 (Previous year Nil) shares of Infrastructure Development Finance Company Limited 
of the face value of Rs, 10 each 

1.20 

- 

500000 (Previous year Nil) shares of ICICI Bank Limited of the face value of Rs.10 each 

26.25 

- 

276534 (Previous year Nil) shares of Bannarl Amman Spinning Mills Limited of the 
face value of Rs.10 each 

3.73 

- 

28033 (Previous year Nil) shares of Prithvi Information Solutions Limited of the 
face value of Rs.10 each 

0.76 

- 

49653 (Previous year Nil) shares of Suzlon Energy Limited of the face value of Rs.10 each 

2.53 

- 

360092 (Previous year Nil) shares of Bank of Baroda of the face value of Rs.10 each 

8.28 

- 

33884 (Previous year Nil) shares of Entertainment Network (India) Limited of the 
face value of Rs. 10 each 

0.55 

- 

112054 (Previous year Nil) ^hare^ of Gujarat State Petronet Limited of the face value of Rs.10 each 

0.30 

- 

37931 (Previous year Nil) shares of Jagran Prakashan Limited of the face value of Rs.10 each 

1.21 

_ 

18099 (Previous year Nil) shares of Inox Leisure Limited of the face value of Rs.10 each 

0.22 

- 

27794 (Previous year Nil) shares of GVK Power and Infrastructure Limited of the 
face value of Rs.10 each 

0.86 

— 

Commercial Paper 



2000 (Previous year Nil) units of DSP Merrill Lynch Capital Limited of the face value of 

Rs,500,000 each 

100.00 

— 

Bonds 



113253 (Previous year 60903) bonds of the face value of Rs.100 each 

1.17 

0.63 


10,720.55 

13,024,55 

The following investments were sold during the year 



Mutual Funds 



Debt Funds 



2466862660 (Previous year 3055522731) units of the face value of Rs, 10 each 

2,626.12 

3,204.49 

500000 (Previous year Nil) units of the face value of Rs.1000 each 

50.00 

- 

Monthly Income Plans 

203991344 (Previous year 801505454) units of the face value of Rs, 10 each 

245.81 

994,17 

Equity Fund 

75910000 (Previous year 10767342) units of the face value of Rs.10 each 

75.91 

15.00 
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5) INVESTMENTS (contd.) 


Liquid Fund 

5117886832 (Previous year 5438387221) units of the face value of Rs, 10 each 
6868468 (Previous year 2317290) units of the face value of Rs.1000 each 

Gilt Fund 

30289094 (Previous year 11888916) units of the face value of Rs.10 each 

Fund of Funds Scheme 

Nil (Previous year 55000000) units of the face value of Rs. 10 each 

Equity Shares 

Nil (Previous year 1225000) shares of Indian Petrochemicals Corporation Limited of the 
face value of Rs.10 each 

150000 (Previous year Nil) shares of Infrastructure Development Finance Company Limited of 
the face value of Rs.10 each 

28033 (Previous year Nil) shares of Prithvi Information Solutions Limited of the 
face value of Rs.10 each ^ 

49653 (Previous year Nil) shares of Suzlon Energy Limited of the face value of Rs.10 ea ch 

Nil (Previous year 42583) shares of Dredging Corporation of India Limited of the 
face value of Rs.10 each 

Nil (Previous year 411002) shares of Oil and Natural Gas Corporation Limited of the 
face value of Rs.10 each 

Nil (Previous year 307000) shares of PTC India Limited (formerly known as Power Trading 
Corporation of India Limited) of the face value of Rs.10 each 

Nil (Previous year 42400) shares of Biocon India Limited of the face value of Rs,5 each 

Nil (Previous year 837934) shares of National Thermal Power Corporation Limited of the 
face value of Rs.10 each 

240187 (Previous year 550000) shares of GAIL (India) Limited of the face value of Rs.10 each 
9434 (Previous year Nil) shares of Punjab National Bank of the face value of Rs. 10 each 
260200 (Previous year Nil) shares of ICICI Bank Limited of the face value of Rs.10 each 

33884 (Previous year Nil) shares of Entertainment Network (India) Limited of the 
face value of Rs.10 each 

112054 (Previous year Nil) shares of Gujarat State Petronet Limited of the 
face value of Rs.10 each 

37931 (Previous year Nil) shares of Jagran Prakashan Limited of the face value of Rs.10 each 
18099 (Previous year Nil) shares of Inox Leisure Limited of the face value of Rs.10 each 

15326 (Previous year Nil) shares of Bannari Amman Spinning Mills Limited of the 
face value of Rs.10 each 

474178 (Previous year 2904022) shares of Petronet LNG Limited 
of the face value of Rs.10 each 


(Rupees in Crores) 


Cost 
This Year 


6,725.61 

696.11 

32.32 


0.51 

0.76 

2.53 


4.68 

0.37 

13.66 

0.55 

0.30 

1.21 

0.22 

0.20 

0.71 


Cost 
Previous Year 


8,025.61 

284.75 


12.69 

55.00 


20.83 


1.70 

30.82 

0.49 

1.34 

5.20 

10.73 


4.36 
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5) INVESTMENTS (contd.) (Rupees in Crores) 



Cost 
This Year 

Cost 
Previous Year 

Commercial Paper 



2000 (Previous year Nil) units of DSP Merrill Lynch Capital Limited of the 
face value of Rs.500,000 each 

100.00 

- 


10,577.58 

12,667.18 

The following investments were purchased during the year under portfolio management scheme 



Mutual Funds 



Liquid Funds 

147648462 (Previous year 133199777) units of the face value of Rs, 10 each 

248.91 

215.82 

Debt Funds 



Nil (Previous year 79856077) units of the face value of Rs.10 each 

- 

80.00 

Equity Shares 

64400 (Previous year Nil) shares of Andhra Bank of the face value of Rs.10 each 

0.65 


479450 (Previous year Nil) shares of Arvind Mills Limited of the face value of Rs.10 each 

6.29 

- 

72800 (Previous year Nil) shares of Bank of Baroda of the face value of Rs, 10 each 

1.47 

- 

29000 (Previous year Nil) shares of Bharti Tele-ventures Limited of the 
face value of Rs.10 each 

0.70 

- 

77350 (Previous year Nil) shares of Century Textiles Industries Limited of the 
face value of Rs.10 each 

2.22 

- 

3365 (Previous year Nil) shares of Cipla Limited of the face value of Rs.10 each 

0.11 

- 

33600 (Previous year Nil) shares of Escorts Limited of the face value of Rs.10 each 

0.36 

- 

850500 (Previous year Nil) shares of IFCI Limited of the face value of Rs.10 each 

1.21 

- 

2950 (Previous year Nil) shares of Gujarat Narmada Fertilisers Limited of the 
face value of Rs.10 each 

0.02 

- 

1680050 (Previous year Nil) shares of Indian Petrochemicals Corporation Limited of 
the face value of Rs. 10 each 

30.08 

- 

133750 (Previous year Nil) shares of Jai Prakash Hydro Power Limited of the 
face value of Rs. 10 each 

0.44 

- 

42500 (Previous year Nil) shares of Matrix Laboratories Limited of the face value of Rs,2 each 

0.84 

- 

210000 (Previous year Nil) shares of Nagarjuna Fertilisers Limited of the face value of Rs.10 each 

0.32 

- 

687550 (Previous year 130000) shares of National Thermal Power Corporation Limited of the 
face value of Rs. 10 each 

5.59 

1.15 

231900 (Previous year Nil) shares of New Delhi Television Limited of the face value of Rs.4 each 

5.03 

- 

882600 (Previous year Nil) shares of Oriental Bank of Commerce of the face 
value of Rs.10 each 

23.38 

- 

282800 (Previous year Nil) shares of Polaris Software Limited of the face value of Rs.5 each 

3.57 

- 
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5) INVESTMENTS (contd.) (Rupees in Crores) 



Cost 
This Year 

Cost 
Previous Year 

244200 (Previous year Nil) shares of Reliance Capital Limited of the face value of Rs. 10 each 

9.65 

- 

1131773 (Previous year 998000) shares of Reliance Industries Limited of the 
face value of Rs.10 each 

75.98 

50.49 

16500 (Previous year Nil) shares of SRF Limited of the face value of Rs. 10 each 

0.49 

- 

Nil (Previous year 45000) shares of Tata Consultancy Services Limited of the 
face value of Rs.1 each 

- 

5.70 

Nil (Previous year 108000) shares of Satyam Computer Services Limited of the 
face value of Rs.2 each 

- 

4.39 

255000 (Previous year 428134) shares of State Bank of India of the face value of Rs, 10 each 

17.20 

26.38 

437000 (Previous year Nil) shares of Syndicate Bank of the face value of Rs.10 each 

2.47 


723425 (Previous year Nil) shares of Tata Steel Limited of the face value of Rs.10 each 

25.07 

- 

457600 (Previous year Nil) shares of Videocon International Limited of the face 
value of Rs.10 each 

3.56 

- 


465.61 

383.93 

The following investments were sold during the year under portfolio management scheme 



Mutual Funds 



Debt Funds 



24987007 (Previous year 29903024) units of the face value of Rs. 10 each 

25.00 

55.00 

Liquid Funds 

196099174 (Previous year 84748864) units of the face value of Rs, 10 each 

328.09 

136.64 

Equity Shares 

64400 (Previous year Nil) shares of Andhra Bank of the face value of Rs, 10 each 

0.65 


479450 (Previous year Nil) shares of Arvind Mills Limited of the face value of Rs, 10 each 

6.29 

- 

72800 (Previous year Nil) shares of Bank of Baroda of the face value of Rs.10 each 

1.47 

- 

29000 (Previous year Nil) shares of Bharti Tele-ventures Limited of the 
face value of Rs.10 each 

0.70 

- 

77350 (Previous year Nil) shares of Century Textiles Industries Limited of the 
face value of Rs.10 each 

2.22 

- 

3365 (Previous year Nil) shares of Cipla Limited of the face value of Rs, 10 each 

0.11 

- 

33600 (Previous year Nil) shares of Escorts Limited of the face value of Rs.10 each 

0.36 

- 

850500 (Previous year Nil) shares of IFCI Limited of the face value of Rs.10 each 

1.21 

- 

2950 (Previous year Nil) shares of Gujarat Narmada Fertilisers Limited of the 
face value of Rs.10 each 

0.02 

- 

1680050 (Previous year Nil) shares of Indian Petrochemicals Corporation Limited of the 
face value of Rs.10 each 

30.08 

- 
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5) INVESTMENTS (contd.) (Rupees in Crores) 



Cost 
This Year 

Cost 
Previous Year 

133750 (Previous year Nil) shares of Jai Prakash Hydro Power Limited of the 
face value of Rs.10 each 

0.44 

- 

42500 (Previous year Nil) shares of Matrix Labs Limited of the face value of Rs,2 each 

0.84 

- 

210000 (Previous year Nil) shares of Nagarjuna Fertilisers Limited of the face value of Rs.10 each 

0.32 

- 

687550 (Previous year 130000) shares of National Thermal Power Corporation Limited of the 
face value of Rs.10 each 

5.59 

1.15 

231900 (Previous year Nil) shares of New Delhi Television Limited of the face value of Rs.4 each 

5.03 

- 

882600 (Previous year Nil) shares of Oriental Bank of Commerce of the face value of Rs.10 each 

23.38 

- 

282800 (Previous year Nil) shares of Polaris Software Limited of the face value of Rs.5 each 

3.57 

- 

244200 (Previous year Nil) shares of Reliance Capital Limited of the face value of Rs.10 each 

9.65 

- 

1131773 (Previous year 998000) shares of Reliance Industries Limited of the 
face value of Rs.10 each 

75.98 

50.49 

Nil (Previous year 108000) shares of Satyam Computer Services Limited of the 
face value of Rs,2 each 

- 

4.39 

16500 (Previous year Nil) shares of SRF Limited of the face value of Rs.10 each 

0.49 

- 

255000 (Previous year 428134) shares of State Bank of India of the face value of Rs.10 each 

Nil (Previous year 45000) shares of Tata Consultancy Services Limited of the 
face value of Rs.1 each 

17.20 

26.38 

5.70 

437000 (Previous year Nil) shares of Syndicate Bank of the face value of Rs.10 each 

2.47 

- 

723425 (Previous year Nil) shares of Tata Steel Limited of the face value of Rs.10 each 

25.07 

- 

457600 (Previous year Nil) shares of Videocon International Limited of the 
face value of Rs.10 each 

3.56 

569.79 

279.75 


(Rupees in Crores) 



As at March 31,2006 

As at March 31,2005 

Aggregate Value of 

Book Value 

Market Value 

Book Value 

Market Value 

Quoted Investments 

185.47 

186.54 

167.66 

170,35 

Unquoted Investments 

1,876.42 

- 

1,858.99 

- 


2,061.89 

186.54 

2,026.65 

170.35 
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6) CURRENT ASSETS, LOANS AND ADVANCES (Rupees in Crores) 



As at March 

31,2006 

As at March 

31,2005 

CURRENT ASSETS 



Inventories # 



Stores and spares (at cost or under) 

17.07 

15.83 

Loose tools (at cost or under) 

10.13 

7.59 

Raw materials and components * 

126.81 

123.27 

Finished goods * 

Two wheelers 

31.43 

16.44 

Spare parts 

27.16 

28.57 

Work in progress * 

13.95 

12.56 


226.55 

204.26 

* Lower of cost and net realisable value 

# Includes goods in transit Rs. 6.81 crores (Previous year Rs. 17.94 crores) 

SUNDRY DEBTORS 

Debts outstanding for a period exceeding six months 

Secured - considered good 

0.40 

0.26 

Unsecured - considered good 

0.17 

0.60 

- considered doubtful ^ 

2.07 

1.20 

Other debts 

Secured - considered good 

10.85 

8.01 

Unsecured - considered good 

147.24 

80.68 


160.73 

90.75 

Less: Provision for doubtful debts 

2.07 

1.20 


158.66 

89.55 

CASH AND BANK BALANCES 



Cash in hand 

0.20 

0.13 

Cheques in hand 

0.45 

0.16 

With scheduled banks: 

On current accounts 

22.53 

16.81 

On deposit accounts 

135.49 

0.45 

With post office (pledged with excise authorities) 

On deposit account 

0.01 

0.01 

On savings account 

0.04 

0.04 


158.72 

17.60 

OTHER CURRENT ASSETS 



Interest accrued on investments 

3.53 

3.51 


3.53 

3.51 

LOANS AND ADVANCES 

(Unsecured and considered good) 

Advances recoverable in cash or in kind or for value to be received 

241.87 

236.72 

Intercorporate deposits 

28.75 

- 

Income-tax deducted at source 

2.94 

2.46 

Deposits with excise authorities on current account 

0.22 

0.43 


273.78 

239.61 


* Due from an officer of the Company Rs, Nil (Previous year Rs. 0.01 crore); 
Maximum amount due during the year Rs. 0.01 crore (Previous year Rs. 0.01 crore) 
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7) CURRENT LIABILITIES AND PROVISIONS 


(Rupees in Crores) 



As at March 

As at March 


31,2006 

31, 2005 

CURRENT LIABILITIES 



Acceptances 

7.81 

11.54 

Sundry creditors: 



Total outstanding dues of small scale industrial undertakings # 

4.04 

0.14 

Total outstanding dues of creditors other than small scale industrial undertakings 

634.42 

650.28 

Other liabilities ## 

403.29 

332.28 

Security deposits from dealers 

23.32 

21.52 


1,072.88 

1,015.76 

PROVISIONS 



Proposed dividend 

399.38 

399.38 

Provision for taxation less payments 

4.03 

4.57 

Provision for tax on dividend 

56.01 

56.01 

Warranties 

30.50 

24.75 


489.92 

484.71 

# The ComQanv does not owe anv sum which is outstandina for more than 30 davs. 



## Other liabilities do not include any amount outstanding as on March 31, 2006 which are required to be credited to the Investor Education and Protection Fund (Fund). 


8) DEFERRED TAX ASSETS AND LIABILITIES 

(Rupees in Crores) 


As at March 

31,2006 

As at March 

31,2005 

DEFERRED TAX ASSETS 

Accrued expenses deductible on payment 

0.23 

0.23 

Others 

1.09 

0.40 


1.32 

0.63 

DEFERRED TAX LIABILITIES 

Accumulated depreciation 

120.10 

101.53 


120.10 

101.53 
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9) OTHER INCOME 


(Rupees in Crores) 




Year Ended 

Year Ended 



March 31,2006 

March 31,2005 

Dividend income 




On current investments - Non trade 

3.62 


2.17 

On long term investments - Trade 

6.79 


1.49 



10.41 

3,66 

Interest on long term non trade investments 

Profit on sale of non trade investments 


10.56 

10.75 

On current investments* 


108.76 

98.83 

Profit on sale of fixed assets 


0.04 

0,05 

Miscellaneous income 


26.51 

23.61 



156.28 

136.90 

* After adjusting loss on sale of current investments aggregating Rs. 2.27 crores (Previous year Rs. 9.50 crores) 





10) MANUFACTURING AND OTHER EXPENSES (Rupees in Crores) 



Year Ended 
March 31,2006 

Year Ended 
March 31,2005 

Materials Consumed 

Purchase of spares etc. for re-sale 

342.93 

258.05 

Consumption of raw materials and components 

5,911.52 

5,155.18 

Less: - Sale of components to anclllaries on cost to cost basis 

156.89 

185.84 


5,754.63 

4,969.34 

Less: - Cash discount 

19.28 

3.01 


5,735.35 

4,966.33 

Add: Opening stock 

Two wheelers 

16.44 

7.69 

Spare parts 

28.57 

23.13 

Work in progress 

12.56 

11.80 


57.57 

42.62 

Less: Closing stock 

Two wheelers 

31.43 

16.44 

Spare parts 

27.16 

28.57 

Work in progress 

13.95 

12,56 


72.54 

57.57 

Net consumption 

6,063.31 

5,209.43 

Less: Scrap sales 

11.01 

9.81 


6,052.30 

5,199.62 

Other Expenses # 

Payments to and provisions for employees: 

Salaries, wages, bonus, gratuity and leave encashment benefit 

289.66 

243,26 

Contribution to provident and other funds 

11.46 

11.18 

Staff welfare expenses 

19.49 

13.53 
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10) MANUFACTURING AND OTHER EXPENSES (contd.) (Rupees in Crores) 



Year Ended 
March 31,2006 

Year Ended 
March 31,2005 

Expenses for manufacturing, administration and selling 

Stores and tools consumed 

64.50 

52,04 

Power and fuel 

46.65 

32.88 

Rent 

2.96 

2,81 

Repairs and maintenance: 

Plant and machinery 

25.98 

20.04 

Buildings 

2.59 

3.21 

Others 

0.49 

0,55 

Insurance 

8.55 

8,50 

Rates and taxes** 

16.86 

11,60 

Packing, forwarding, freight etc. 

198.87 

157,12 

Royalty 

212.41 

157,42 

Advertisement and publicity 

191.83 

147.48 

Commission 

Export 12.19 


8,69 

Others 1.57 


3.40 


13.76 

12.09 

Donations ## 

0.91 

4.34 

Lease rent 

12.66 

15,83 

Provision for doubtful debts 

0.86 

- 

Other expenses 

171.87 

157.79 

Provision for diminution in value of long term non trade investments 

3.55 

- 

Exchange difference 

0.46 

0,02 

Loss on fixed assets sold/discarded 

0.86 

1.70 


7,349.53 

6,253,01 


# Research and development expenses of Rs. 14,68 crores (Previous year Rs, 13,05 crores) have been charged to respective heads 
** Includes excise duty provision on finished goods Rs. 5.78 crores (Previous year Rs 3.06 crores) 

## Donations include Rs. Nil to political parties (Previous year Rs. 0.50 crore contributed to two political parties i.e Rs. 0.25 crore each to All India Congress Committee and 
Bhartiya Janta Party) and Rs. Nil (Previous year Rs. 1.02 crores) paid to Prime Minister National Relief Fund. 


11) INTEREST (NET) 


(Rupees in Crores) 


Year Ended 
March 31,2006 

Year Ended 
March 31,2005 

Interest - others and financial charges 

Less; Interest received on loans, deposits, etc.* 

2.92 

9.05 

1.93 

3.02 


(6.13) 

(1.09) 


* Income tax deducted at source Rs. 0.56 crore (Previous year Rs. 0.14 crore) 
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notes to the accounts 


12) NOTES TO THE ACCOUNTS 
1) SIGNIFICANT ACCOUNTING POLICIES 

i) Accounting convention 

The financial statements are prepared under the historical cost convention, in accordance with applicable accounting standards and 
relevant presentational requirements of the Companies Act, 1956. 

ii) Fixed / Intangible assets and depreciation / amortisation 

Fixed assets are stated at cost less accumulated depreciation. Cost of acquisition is inclusive of freight, duties , taxes and other 
incidental expenses and in the case of plant and machinery, interest on loan taken for the acquisition of assets upto the date of 
commissioning of assets. Roll over charges on forward exchange contracts and loss or gain on translation of foreign currency 
liabilities for acquisition of fixed assets from a country outside India are added to or deducted from the cost of assets. 

Depreciation is charged on a pro-rata basis at the straight line method rates prescribed in schedule XIV to the Companies Act, 1956 
except where the historical cost of a depreciable asset has undergone a change due to increase or decrease in foreign currency 
liability on account of exchange fluctuations. The depreciation on the revised unamortised depreciable amount is provided 
prospectively over the residual useful life of the asset. Assets costing upto Rs. 5,000 each are fully depreciated in the year of purchase. 

Intangible assets, comprising of expenditure on model fee etc, incurred upto March 31, 2003 and on or after April 1, 2003 are 
amortised on a straight line method over a period of three and five years respectively. 

Leasehold land has been amortised over the period of lease 

iii) Investments 

Current investments are stated at lower of cost and fair value. Long term investments are stated at cost less provision for permanent 
diminution, if any. 

iv) Inventories 

Stores and spares and loose tools are stated at cost or under. 

Raw materials and components, finished goods and work in progress are valued at cost or net realisable value, whichever is lower, 

The bases of determining cost for various categories of inventories are as follows:- 

Stores and spares, loose tools, raw materials and components - Weighted average cost 
Materials in transit - Actual cost 

Work in progress and finished goods - Material cost plus appropriate share of labour, 

manufacturing overheads and excise duty. 


v) Retirement benefits 

The Company has various schemes of retirement benefits such as provident fund, superannuation fund and gratuity fund, duly 
recognised by the income-tax authorities and leave encashment benefit fund. The funds are administered through trustees and the 
contributions are charged against revenue every year. 
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vi) Foreign currency transactions 

Exchange differences are dealt with as follows:- 

Transactions in foreign currency are recorded at the exchange rate prevailing at the time of the transaction. In case of liabilities relating 
to the acquisition of fixed assets from a country outside India, the loss or gain on translation (at the rates prevailing at the year end or at 
the forward rates where forward cover has been taken) and roll over charges in respect of forward cover is included in the carrying 
amount of the related fixed assets and loans. 

Current assets (other than inventories) and current liabilities, (other than relating to fixed assets) are restated at the rate prevailing at the 
year end. In respect of forward contracts, the forward premium or discount is recognised as income or expense over the life of contract 
in the profit and loss account and the exchange difference between the exchange rate prevailing at the year end and the date of the 
inception of the forward exchange contract is recognised as income or expense in the profit and loss account. 

vii) Sales 

Sale of goods is recognised at the point of despatch of finished goods to the customers. Gross sales are inclusive of applicable 
excise duty and freight but are exclusive of sales tax. 

viii) Scrap 

Scrap is accounted for on sale basis. 

ix) Warranty claims 

Warranty costs are provided on accrual basis on the total sales of two wheelers during the year, which are based on past experience of 
claims. 

x) Research and development expenses 

Research and development expenditure of a revenue nature is expensed out under the respective heads of account in the year in 
which it is incurred. 

xi) Taxation 

The provision for taxation is ascertained on the basis of assessable profits computed in accordance with the provisions of the Income- 
tax Act, 1961 . 

Deferred tax is recognised, subject to the consideration of prudence, on timing differences, being the difference between taxable 
income and accounting income that originate in one period and are capable of reversal in one or more subsequent periods. 

xii) Derivatives 

Equity stock futures, equity stock options and equity index options are valued scripwise, at mark to market margin basis. In respect of 
open positions, provision is made for anticipated loss, Premium in respect of equity stock/index options is charged off to profit and 
loss account at the expiry of the option 


2. CONTINGENT LIABILITIES: 


(Rupees in Crores) 



This Year 

Previous Year 

i) In respect of income-tax cases pending at various stages of 
appeal with the authorities 

6.07 

— 
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3. Estimated amount of contracts remaining to be executed on capital account and not provided for Rs, 67.41 crores (Previous year Rs. 
79.94 crores), including Rs, Nil (Previous year Rs, 12.89 crores) for intangible assets. 

4. i) The Company had entered into lease agreements for the rental of plant and machinery. Generally, lease arrangements are for a period 

of five years. As at March 31,2006, the Company had commitments under the lease agreements of Rs. Nil (Previous year Rs. 5.06 
crores). 

ii) The Company has also entered into operating lease agreements for motor vehicles, dies and data processing machines. These 
lease arrangements are cancellable in nature and range between two to four years. The aggregate lease rentals under these 
arrangements amounting to Rs. 8.50 crores (Previous year Rs. 3.94 crores) have been charged under "Lease rentals" in Schedule 
10 . 

5. As the Company's business activity falls within a single primary business segment viz, "Two wheelers and its parts" and is a single 
geographical segment,the disclosure requirements of Accounting Standard (AS-17) "Segment Reporting", Issued by The Institute of 
Chartered Accountants of India are not applicable. 

6. Two wheeler sales are covered by a warranty period of two/three years .The details of provision for warranties are as under: 


(Rupees in Crores) 



This Year 

Previous Year 

Provision at the beginning of the year 

24.75 

19.57 

Additional provision made during the year 

24.57 

21,09 

Amm int i iqoH Hi irinn tho t/ppr 

1« «9 

15,91 

/\i i iuui it Uoctj uui ii ly ii ic yeai 


Provision at the end of the year 

30.50 

24,75 


7. Related party disclosures under Accounting Standard 18 

a) Enterprises in which the Company has control 
Hero Honda Finlease Limited 

b) Parties in respect of which the Company is a joint venture 
Honda Motor Co. Limited, Japan 

Hero Cycles Limited 

Bahadurchand Investments Private Limited 
Hero Investments Private Limited 


c) Key management personnel 
Mr. Brijmohan Lall Munjal 
Mr. Pawan Munjal 
Mr. Miki Yamamoto 
Mr Toshiaki Nakagawa 
Mr.AkloKazusa 
Mr. Shinichi Nakayama 
Mr Takao Eguchi 


Chairman 
Managing Director 

Joint Managing Director (upto January 31,2006) 
Joint Managing Director (w.e.f. February 1,2006) 
Joint Managing Director (upto March 31,2005) 
Whole time director (upto May 30,2005) 

Whole time director (w.e.f. June 1,2005) 
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d) Enterprises over which key management personnel and their relatives are able to exercise significant influence:- 

Brijmohan Lall Associates, A.G. Industries Private Limited, Hero Corporate Services Limited, Highway Industries Limited, Majestic 
Auto Limited, Munjal Auto Industries Limited, Munjal Showa Limited, Rockman Cycle Industries Limited, Sunbeam Auto Limited, 
Satyam Auto Components Limited, Hero Motors Limited, Cosmic Kitchen Private Limited, Forum 1 Aviation Limited, Easy Bill Limited 
and Raman Kant Munjal Foundation, 


Transactions with related parties during the year 
a) Enterprise in which the Company has control 


(Rupees in Crores) 



This Year 

Previous Year 

Hero Honda Finlease Limited 



Lease rental expenses 

12.79 

15.82 

Dividend received 

6.79 

1.49 

Intercorporate deposits given 

220.25 

65.50 

Intercorporate deposits repaid 

195.25 

65.50 

Interest received on Inter corporate deposits 

1.03 

0.23 

Expenses recovered 

Balance outstanding attne year end 

3.61 

2.93 

- Receivables 

25.00 

- 

Parties in respect of which the Company is a joint venture 


(Rupees in Crores) 


This Year 

Previous Year 

Honda Motor Co. Limited, Japan 



Remittance of dividend 

103.84 

51.92 

Royalty 

212.40 

157.42 

Export commission 

12.19 

8.69 

Model fees 

52.58 

25.23 

Technical guidance fee 

1.82 

1.38 

Purchase of raw materials, components and spares 

Hero Cycles Limited 

65.16 

215.45 

Dividend paid 

34.61 

17.31 

Purchase of raw materials, components and spares 

35.78 

18.93 

Sale of fixed assets 

0.03 

- 

Hero Investments Private Limited 



Dividend paid 

34.61 

17.31 

Bahadurchand Investments Private Limited 



Dividend paid 

34.61 

17.31 

Balance outstanding at the year end 



- Receivables 

6.18 

1.21 

- Payables 

3.30 

2.56 
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c) Key management personnel 


(Rupees in Crores) 



This Year 

Previous Year 

Managerial Remuneration 

Mr, Brijmohan Lall Munjal 

15.58 

13.41 

Mr Pawan Munjal 

15.22 

13,15 

Mr, Akio Kazusa (upto March 31,2005) 

0.03 

13.01 

Mr, Shinichi Nakayama (upto May 30,2005) 

2.48 

13.00 

Mr, Takao Eguchi (w.e.f. Junel, 2005) 

12.55 

- 

Mr, Miki Yamamoto (upto January 31,2006) 

12.64 

- 

Mr, Toshiaki Nakagawa (w.e.f, February 1,2006) 

2.53 

- 

Balance outstanding at the year end 
- Payables (other than commission) 

0.19 

0,21 


d) Enterprises over which key management personnel and their relatives are able to exercise significant influence 


(Rupees in Crores) 



This Year 

Previous Year 

Purchase of raw materials and components 

1,684.32 

1,348,38 

Purchase of fixed assets 

20.49 

- 

Sale of components etc 

6.96 

4.55 

Sale of fixed assets 

0.05 

0,56 

Intercorporate deposits given 

4.00 

- 

Intercorporate deposits repaid 

0.25 

- 

Interest received on Intercorporate deposits 

0.03 

- 

Payment towards rent and other services 

3.42 

5,49 

Donation 

0.15 

0.65 

Balance outstanding as at the year end 



- Receivables 

4.17 

- 

- Payables 

148.85 

147,05 


Significant related party transactions included in the above are as under:- 


(Rupees in Crores) 



This Year 

Previous Year 

Purchase of raw materials and components 



Munjal Auto Industries Limited 

256.48 

190,87 

Munjal Showa Limited 

500.62 

435.04 

Sunbeam Auto Limited 

372.80 

331.29 

Purchase of fixed assets 



A. G Industries Private Limited 

10.42 

- 

Sunbeam Auto Limited 

10.07 

- 
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(Rupees in Crores) 


This Year 

Previous Year 

Sale of components etc. 



Satyam Auto Components Limited 

5.86 

2.79 

Sunbeam Auto Limited 

0.89 

0.93 

Sale of fixed assets 



Highway Industries Limited 

- 

0.55 

Satyam Auto Components Limited 

0.05 

0.02 

Payment for services 



Hero Corporate Services Limited 

3.20 

5.46 

Donation 



Raman Kant Munjal Foundation 

0.15 

0.65 


8. Earnings per share 


(Rupees in Crores) 



This Year 

Previous Year 

Profit after taxation as per profit and loss account (Rs.in crores) 

Weighted average number of equity shares outstanding 

Basic and diluted earnings per share in rupees (face value — Rs.2 per share) 

971.34 
19,96,87,500 
48 64 

810.47 

19,96,87,500 

40.59 




9. During a part of the year, the Company was under a Discretionary Portfolio Management Agreement, entered into during the previous 
year, administered through Prudential ICICI Asset Management Company Limited (Portfolio Manager). In terms of the said agreement, 
the Portfolio Manager has dealt in equity stock futures, equity stock options and equity Index options (derivatives) on behalf of the 
Company, However, there are no outstanding derivative contracts as at March 31,2006. 

10, Information pursuant to clause 4 (ix) (b) of the Companies (Auditor's Report) Order, 2003 in respect of disputed due, not deposited, 
pending with various authorities 


Name of the 
Statute 

Nature of 
dues 

Net unpaid 

amount 

(Rs. in crores) 

Amount paid 
under protest 
(Rs. in crores) 

Period to which 
the amount 
relates 

Forum where 
Company has 
preferred appeals 

Income.-Tax 

Laws 

Income-Tax 

4.88 

4,50 

2002-2003 

Commissioner of 

Income-Tax 

(appeals) 


The following matters have been decided in favour of the Company, although the department has preferred appeals at higher levels: 


Name of the 
Statute 

Nature 

Amount 
(Rs. in crores) 

Period to which the amount 

relates (various years covering the period) 

Forum where Department 
has preferred appeals 

Central Excise 
Law 

Excise duty 

2.57 

1986-1987 to 1990-1991 

Customs, Excise and Service Tax 
Appellate Tribunal 

Income-Tax 

Laws 

Income-Tax 

8.25 

1986-1987, 1989-1990 to 

1995-1996 

High Court 



1.32 

1996-1997, 1997-1998 

Income-Tax Appellate Tribunal 
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11. The Company's borrowing facilities, comprising fund based and non fund based limits from various bankers, are secured by way of 
hypothecation of inventories, receivables, movable assets and other current assets. 

12. The category wise derivative instruments outstanding as at March 31 are as under: 


Foreign currency forward contract 


Purpose 

This Year 

Previous Year 


Currency Bought 
Amount (Crores) 

Currency Sold 

Amount (Crores) 

Currency Bought 
Amount (Crores) 

Currency Sold 

Amount (Crores) 

Hedging 

EURO 0.10 

USD 0.12 

JPY 100,67 

USD 0.96 

Hedging 

USD 0.05 

INR 2.24 

INR 50,32 

USD 1,15 


Unhedged foreign currency exposures as at March 31 are as under: 




This Year 

Previous Year 


Amount in Foreign 
currency (Crores) 

Amount in Rs. (Crores) 

Amount in Foreign 
currency (Crores) 

Amount in Rs, (Crores) 

Receivables 


USD 0.52 

23.05 

- 

- 

Payables 


JPY 4.21 

USD 0.01 

1.60 

0.40 

USD 0,36 

15.41 


13. ADDITIONAL INFORMATION 

a) Details of capacity and production: 


Class of goods 

Units 

Licensed capacity* 

Installed capacity** 

Actual Production*** 



This Year 

Previous 

Year 

This Year 

Previous 

Year 

This Year 

Previous 

Year 

Motorised two wheelers upto 
350CC engine capacity 

Nos. 

200000 

200000 

3150000 

2550000 

3006486 

2625030 


* The Company's products are exempt from Licensing requirements under New Industrial Policy in terms of Notification no. S.0.477(H) dated 25th July,1991. 
** On triple shift basis, as certified by the management and relied on by the auditors being a technical matter. 

*** Includes 155 (Previous year 132) two wheelers produced and capitalised during the year. 


b) Particulars in respect of opening stock, purchases, sales and closing stock for each class of goods dealt with by the company: 


Class of goods 

Units 

Opening stock 

Purchases 



This Year 

Previous Year 

This Year 

Previous Year 



Quantity 

Value (Rs. 
in crores) 

Quantity 

Value (Rs. 
in crores) 

Quantity 

Value (Rs. 
in crores) 

Quantity 

Value (Rs. 
in crores) 

Two wheelers 

Nos. 

6335 

16.44 

2837 

7.69 

- 

- 

- 

- 

Spares 

- 

: k 

28.57 

* 

23.13 

Vc 

342.93 

* 

258.05 




45.01 


30.82 


342.93 


258.05 


annual report 2005-20061 Rhonda 


www.reportjunction.com 




















































Class of goods 

Units 

Gross sales 

Closing stock 



This Year 

Previous Year 

This Year 

Previous Year 



Quantity 

Value (Rs. 
in Crores) 

Quantity 

Value (Rs. 
in Crores) 

Quantity 

Value (Rs. 
in Crores) 

Quantity 

Value (Rs. 
in Crores) 

Two wheelers 

Spares 

Miscellaneous 

Components 

Nos. 

3000751+ + 

* 

* 

9,604.17 

481.63 

0.36 

2621400++ 

8,234.03 

362.10 

0.68 

11915 

* 

31.43 

27.16 

6335 

16.44 

28.57 


10,086.16 

8,596.81 


58.59 

45.01 


* It is not practicable to furnish quantitative information in view of the considerable number of items diverse in size and nature. These items in value individually account for less 
than 10% of the total value of the purchases, stocks and turnover of the aforesaid spares and miscellaneous components. 

+ + Excluding 155 (Previous year 132) two wheelers capitalised, 


c) Raw materials and components consumed: 


Class of goods 

Units 

This Year 

Previous Year 



Quantity 

Value 
(Rs. in Crores) 

Quantity 

Value 
(Rs, in Crores) 

Steel sheets 

Components 

wr 

11113 69 

55 36 

10850.4 

48.75 

4,920.59 

★ 

5,699.28 


5,754.64** 

4,969.34" 


* It is not practicable to furnish quantitative information of components consumed in view of the considerable number of items diverse in size and nature. These items in value 
individually account for less than 10% of the total value of components consumed, 

* 'Excludes Rs.0.34 crore (Previous year Rs.0.28 crore) for two wheelers produced and capitalised during the year. 


d) CIF Value of imports: 


Class of goods 

This Year 

Previous Year 


(Rs. in Crores) 

(Rs. in Crores) 

Capital goods* 

77.13 

60,79 

Raw materials 

28.83 

53,04 

Components, spare parts and others 

174.23 

227.45 


* Excludes increase of Rs.0.84 crore (Previous year increase of Rs.0.39 crore) capitalised due to fluctuation in exchange rates. 

e) Value of imported and indigenous raw materials, components and spares consumed and percentage of each to the total 
consumption: 


Class of goods 

This Year 

Previous Year 


Value 

Percentage 

Value 

Percentage 


(Rs. in Crores) 

(%) 

(Rs. in Crores) 

(%) 

Raw materials 
- Imported 

35.55 

0.62 

20,56 

0.41 

- Indigenous 

19.81 

0.34 

28,19 

0.57 

Components 





- Imported 

61.75 

1.07 

94,86 

1.91 

- Indigenous 

5,637.53 

97.97 

4,825,73 

97.11 


5,754.64* 

100.00 

4,969.34* 

100.00 
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Class of goods 

This Year 

Previous Year 


Value 

Percentage 

(%) 

Value 

Percentage 

(%) 

Spares consumed (charged to repairs and maintenance) 

- Imported 

- Indigenous 

7.69 

10.49 

42.30 

57.70 

4.61 

8,83 

34,30 

65.70 

18.18 

100.00 

13.44 

100,00 


•Excludes Rs.0.34 crore (Previous year Rs 0.28 crore) for two wheelers produced and capitalised during the year. 


f) Expenditure in foreign currency (on accrual basis): 



This Year 
(Rs. in Crores) 

Previous Year 
(Rs. in Crores) 

Royalty 

212.40 

157.42 

Technical guidance fee 

2.47 

1,77 

Model fee 

52.58 

25,23 

Export commission 

12.19 

8.69 

Travel and other accounts 

3.42 

2,07 

Advertisement and Publicity P 

16.27 

14.03 


g) Earnings in foreign currency (on accrual basis): 



This Year 

Previous Year 


(Rs. in Crores) 

(Rs. in Crores) 

FOB value of exports 

252.00 

180.42 

Freight and insurance 

1.61 

1.28 


h) Managerial remuneration:* 



This Year 

Previous Year 


(Rs. in Crores) 

(Rs, in Crores) 

Remuneration 

1.95 

1,77 

Commission 

59.07 

50.79 


61.02 

52,56 

Directors' sitting fee 

0.12 

0.12 


61.14 

52.68 


a) Excludes incremental contribution for gratuity, as the contributions are determined for the Company as a whole. 

b) Managerial remuneration includes Rs, 2,53 crores paid/provided to Mr. Toshiaki Nakagawa, Joint Managing Director which is subject to Central Government/ 
shareholders approval. 
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Computation of net profit in accordance with Section 198 of the Companies Act, 1956. 



This Year 
(Rs. in Crores) 

Previous Year 
(Rs. in Crores) 

Profit before taxation as per profit and loss account 

1,412.24 

1,217.25 

Add:- 



Managerial remuneration 

61.14 

52.68 

Provision for doubtful debts 

0.86 

- 

Provision for permanent diminution in value of investment 

3.55 

- 

Net profit as per section 349 of the Companies Act, 1956 

1,477.79 

1,269,93 

Maximum managerial remuneration to four whole time 
directors (including commission) at 10% of net profit 
(10% of net profit) 

147.78 

126.99 

Restricted to 

61.02 

52,56 

Commission component of managerial remuneration to 
four whole time directors restricted to 1% of net profit 
(1 % of net profit) per director 

59.11 

50,80 

Restricted to 

**59.07 

50.79 


** Mr. Shinichi Nakayama, Whole time Director was in employmentwith the Company up to May 30,2005. Mr TakaoEguchi joined the Company in place of Mr. Shinichi Nakayamawith 
effect from June 01,2005, Mr. Miki Yamamoto, Whole time Director was in employment with the Company from April 01,2005 to January 31,2006, Mr Toshiaki Nakagawa joined the 
Company in place of Mr. Miki Yamamoto with effect from February 01,2006. Accordingly, commission on profit has been apportioned on a pro-rata basis to these Whole time 
Directors and to the other two whole-time directors on full year basis, 


i) Provision and/or payment in respect of Auditors' Remuneration: 



This Year 

Previous Year 


(Rs. in Crores) 

(Rs. in Crores) 

a) As auditors (Audit fee) 

0.20 

0.18 

b) In other capacity 



- limited review of unaudited financial results 

0.17 

0,14 

- corporate governance and other certification 

0.03 

0.02 

c) Out of pocket expenses 

# 

# 

# This year Rs. 89,450 (Previous year Rs. 77,380) 
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j) Amount remitted in foreign currencies towards dividends during the year: 



This year 

Previous Year 


No. of 
non-resident 
shareholders 

No. of equity 
shares held 

Dividend 
remitted 
(Rs. in Crores) 

No. of 
non-resident 
shareholders 

No. of equity 
shares held 

Dividend 
remitted 
(Rs. in Crores) 

2003- 2004 - Final 

2004- 2005 - Final 

1 

51918750 

103.84 

1 

51918750 

51,92 




103.84 



51,92 


14. Previous year's figures have been recast/regrouped wherever necessary. 


New Delhi 
May 30, 2006 


For and on behalf of the Board of Directors 

BRIJMOHAN LALL MUNJAL Chairman 

PAWAN MUNJAL Managing Director & CEO 

PRADEEP DINODIA Director 


RAVI SUD Sr. Vice President & CFO 

ILAM C. KAMBOJ G.M. Legal & Company Secretary 
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part iv of schedule vi 


to the companies act, 1956 


BALANCE SHEET ABSTRACT AND COMPANY'S GENERAL BUSINESS PROFILE 


Registration Details 


Registration No 

State Code 

Balance Sheet Date 

17354 

55 

31.03.2006 



II. Capital Raised during the year (Rupees in crores) 




Public Issue 

Nil 

Rights Issue 

Nil 

Bonus Issue 

Nil 

Private Placement 

Nil 

III. Position of Mobilisation and Deployment of Funds (Rupees in crores) 


Total Liabilities 

2,195.11 

Total Assets 

2,195.11 

Sources of Funds 


Application of Funds 


Paid-Up Capital 

39.94 

Net Fixed Assets 

993.56 

Reserves & Surplus 

1,969.39 

Investments 

2,061.89 

Secured Loans 

Nil 

Net Ci irrent Assets* 

(860 34) 

Unsecured Loans 

| 185.78 

Misc. Expenditure 

Nil 

‘Includes Deferred Tax Liability (Net) Rs. 118.78 crores 



IV Performance of ComDanv fRuoees in crores) 

Turnover 

8,870.26 



Total Expenditure 

7,458.02 



Profit before tax 

1,412.24 



Profit after Tax 

971.34 



Earnings per share (Rs.) 

48.64 



Dividend Rate (%) 

1000 



V. Generic names of Three Principal Products/ Services of Company (as per monetary terms) 


Item Code No. (ITC Code) 

87112003 



Product Description 

Motorised 

two wheelers upto 



350cc engine capacity 



For and on behalf of the Board of Directors 


BRIJMOHAN LALL MUNJAL 

Chairman 


PAWAN MUNJAL 

Managing Director & CEO 


PRADEEP DINODIA 

Director 


RAVI SUD 

Sr. Vice President & CFO 

New Delhi 




May 30, 2006 

ILAM C. KAMBOJ 

G.M. Legal & Company Secretary 
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Reconciliation of Net Income as per US GAAP Accounts and Audited Accounts as per Indian Companies Act, 1956 

(Rupees in Millions) 



2006 

2005 

2004 

2003 

2002 

Net Profit after tax for the year as per audited accounts 

Add / (Less): Profit / (Loss) of 

- income from investments (unrealised gain/loss) 

9,713.40 

8,104.70 

7,283.21 

5,807.60 

4,629.30 

- affiliated company 

30.60 

57.19 

8.66 

57.32 

3,82 

- held to maturity securities 

22.90 

(11.77) 

(11.13) 

- 

- 

- Exchange fluctuations 

(8.40) 

(3.90) 

2.40 

(1.20) 

- 

- Depreciation effect of exchange fluctuations 

18.26 

21.75 

18,27 

27.56 

30.94 

- Depreciation on leased assets 

(76.60) 

(93,18) 

(137.96) 

(164.53) 

(186.61) 

- Lease rentals paid 

135.58 

117.83 

132.16 

230,90 

314.10 

- Interest portion of lease rentals 

(9,90) 

(15,51) 

(31,60) 

(79.51) 

(127,62) 

- Provision for deferred tax 

(103,56) 

(2,11) 

1,30 

(17.94) 

6.45 

- Deferred revenue expenditure 

- 

- 

7,00 

(13.00) 

99.80 

Net Income as per US GAAP 

9,722.28 

8,175.00 

7,272.31 

5,847.20 

4,770.18 


Balance Sheet as at March 31.__._____.. . ....__ 

(Rupees in Millions) 



2006 

2005 

2004 

2003 

2002 

ASSETS 






Current Assets 






Cash and cash equivalents 

1,587.22 

176.01 

371.20 

243.30 

1,089.60 

Trade accounts receivables 

1,586.58 

895.49 

438.01 

1,414.88 

997.20 

Inventories 

2,265.54 

2,042.62 

1,881.99 

2,009.22 

1,783,61 

Pre-pald expenses and other current assets 

2,773.08 

2,431,20 

2,398,70 

1,097.70 

1,388,00 

Total current assets 

8,212.42 

5,545.32 

5,089.90 

4,765.10 

5,258.41 

Investment (held to maturity securities) 

1,595,18 

1,596.07 

1,601,56 

15.19 

15.19 

Investment In mutual funds 

19,680,81 

18,973.12 

14,663,41 

12,467.81 

7,392.80 

Investment In affiliate, at equity 

241,75 

211.14 

153,96 

145.29 

87.96 

Property, plant and equipment 

9,765,51 

7,049.94 

5,860,07 

5,151.67 

5,134.84 

Total assets 

39,495.67 

33,375.59 

27,368.90 

22,545.06 

17,889.20 
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(Rupees in Millions) 



2006 

2005 

2004 

2003 

2002 

LIABILITIES 






Trade accounts payable 

6,462,70 

6,619.60 

6,989.90 

4,099.40 

3,986.11 

Accrued expenses 

305.02 

247.50 

195.70 

177.80 

170.19 

Indian income taxes 

40.30 

45.70 

113.50 

109.00 

83.40 

Compensation and benefits 





14.00 

Other current liabilities 

4,266.15 

3,538.05 

3,048.75 

2,715.85 

2,147.05 

Long term debt due within one year 

227.27 

222.83 

190.23 

290.78 

168.81 

Total current liabilities 

11,301.44 

10,673.68 

10,538.08 

7,392.83 

6,569.56 

Deferred income taxes 

1,375.63 

981.67 

964.78 

770.69 

552.18 

Long-term debt 

1,630.53 

1,920.45 

1,784.76 

1,380.57 

1,475.53 

Total liabilities 

14,307.60 

13,575.80 

13,287.62 

9,544.09 

8,597.27 

STOCKHOLDERS' EQUITY 






Common stock, par value; Rs, 2 (previous year Rs 2) . 






Authorised 250,000,000;; | 






Outstanding shares 199,687,500 






(Previous year 199,687,500) of Rs 2 each 

399.38 

399.38 

399.38 

399.38 

399.38 

Capital surplus 

0.03 

0.03 

0.03 

0.03 

0.03 

Retained earnings 

24,788.66 

19,400.38 

13,681.87 

12,601.56 

8,892,52 

Total stockholders' equity 

25,188.07 

19,799.79 

14,081.28 

13,000.97 

9,291.93 

Total liabilities and stockholders' equity 

39,495.67 

33,375.59 

27,368.90 

22,545.06 

17,889.20 
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Statement of income for the year ended March 31 


(Rupees in Millions) 



2006 

2005 

2004 

2003 

2002 

Net sales 

87,139,81 

74,216.53 

58,324.32 

51,017.10 

44,654.30 

Cost of goods sold 

Selling, administrative and general expense 

Other (income) and expense 

Interest net expense (income) 

Total expense 

Income before income taxes 

Indian taxes on income 

67.548.97 

6,979,60 
(1,572,20) 
(51,40) 

72.904.97 

14,234.84 

4,512,56 

57,308.71 

6,055.73 

(1,397.42) 

4.61 

61,971.63 

12,244.90 

4,069.90 

43,933.64 

5,296.11 

(1,635.94) 

18.10 

47,611.91 

10,712.41 

3,440.10 

38,074.30 

4,917.77 

(947.42) 

69.31 

42,113.96 

8,903.14 

3,055.94 

34,194.91 

3,991.56 

(726.52) 

116.12 

37,576.07 

7,078.23 

2,308.05 







Net income 

9,722.28 

8,175.00 

7,272.30 

5,847.20 

4,770.18 

Net earning per share 






On share value of Rs, 2 each 

48,69 ' 

40.94 

36.1T 

29.28 

23.89 

Average common stock outstanding (numbers) 

199,687,500 

199,687,500 

199,687,500 

199,687,500 

199,687,500 
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